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April 4, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

DONNA SHALALA 
DAN GLICKMAN 
BRUCE REED 

TEXAS WELFARE PLAN 

As you know, Texas has asked for federal pennission to issue a "request for offers" for a 
private company to operate an integrated enrollment system for Medicaid, Food Stamps, 
Temporary Assistance for Needy Families, and potentially other nutrition and workforce 
programs. 

We believe we must give Texas an answer immediately. The state has engaged in good 
faith discussions with various agencies for more than 9 months, and state officials are now 
publicly criticizing the Administration for the delay. 

We believe we have a compromise proposal which will break the stalemate -- a proposal 
based on existing Medicaid laws and regulations, that will allow the state to explore innovative 
ways to deliver public services vvhile ensuring beneficiaries' rights to assistance and maintaining 
many public sector jobs. As shown in the chart below, our plan would allow Texas to use private 
contractors to obtain information from applicants and assist them in completing their applications 
for benefits. However, the determination of eligibility would be conducted by public sector 
employees. 

. 
Texas Union Our 

Allows Private Contractors to: Proposal Proposal Compromise 

Assist Individuals in Yes No Yes 
Completing Applications 

. 

Determine Eligibility Yes No No 

Consider Appeals No No No 

Conduct Quality Control No No No 
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Our plan would: 

• Protect beneficiaries by ensuring that only public sector civil service employees 
determine benefit eligibility, consider appeals, and conduct quality control 
operations, and ensuring that the contract does not contain incentives that would 
lead to inappropriate denial of program benefits. 

• Maintain public sector jobs associated with the determination of eligibility for 
benefits. 

• Allow Texas to achieve program efficiencies through a bidding process. The 
Texas legislature, in authorizing the project in 1995, required that any savings 
fund additional health and human services programs. The Bush Administration 
has not committed to how these savings would be reinvested, but estimates the 
state could save enough to expand health care coverage to up to 150,000 needy 
children. 

We would allow the state of Texas to release a request for offers based on these 
principles. Once the state chooses among the bids, the state would be required to submit to HHS 
and USDA the proposed contract for approval. The Administration would refuse the contract if 
it did not meet our standards. 

Background on the Texas Proposal 

The new welfare law explicitly allows states to contract with private entities to administer 
Temporary Assistance for Needy Families (TANF). Because of this new authority in TANF, a 
few states are seeking new contracting authority for Medicaid and Food Stamps as well, so they 
can operate privately-run, one-stop eligibility centers. In addition to the Texas proposal, 
Wisconsin has submitted a proposal which would allow 10% of its welfare caseload to be served 
by private entities (this percentage could significantly increase in later years). We will continue 
to meet to consider Wisconsin's proposal. 

Federal agencies and the state of Texas have been negotiating since June 1996 over the 
state's proposal to privatize the administration ofTANF, Medicaid, Food stamps, and certain 
other federally-funded nutrition programs. Last spring, the state legislature passed a welfare 
reform plan with bipartisan support, with endorsements from Lt. Gov. Bob Bullock and other 
leading Democrats. This legislation did not specifically call for privatization but authorized the 
state to conduct a bidding process. Under the potential proposal, private contractors could collect 
information about applicants and make eligibility determinations. The State would retain control 
over the appeals and quality control processes. 

Texas argues that it cannot proceed with plans to contract out TANF (as the welfare law 
allows) unless the Administration permits private contracting for Food Stamps and Medicaid, 
because maintaining separate eligibility systems for these programs would create administrative 
difficulties. To take the most obvious problem, a dual system would require many individuals to 
go to one location to apply for TANF and another location to apply for Food Stamps and 
Medicaid. 
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As you know, labor leaders would like us to refuse the Texas request entirely. They see 
even limited privatization as a dangerous precedent and have made clear that they view this 
decision as critically important to public employee unions. 

Recommendation 

All the relevant agencies and White House offices agree that the Administration should 
adopt a compromise position which would give Texas the opportunity to seek a partially 
privatized integrated system. This position would draw the line on the basis of our existing 
Medicaid law and practice, which would allow privatization of some but not all administrative 
functions. Under this approach, the application, interview, and other information-gathering could 
be done by private employees; the eligibility determination itself, as well as appeals and quality 
control, would remain in the hands of public employees. In addition, the Administration should 
require that any contract Texas enters into protects applicants' and beneficiaries' privacy rights 
and does not include incentives that would lead to inappropriate denials -- or, as OMB notes, 
inappropriate issuances -- of program benefits. 

The Medicaid program already allows private hospital workers to do intake and eligibility 
work, up to the point of actually determining eligibility. For the Food Stamp program this 
approach would require the granting of administrative waivers. 

Allowing privatization of these functions, conditioned on appropriate contract incentives 
and safeguards, strikes the right balance between allowing states to explore innovative ways to 
deliver public services and ensuring that applicants' and beneficiaries' rights are protected. It is 
true that this approach will allow the state to displace some state workers. But the potential for 
displacement is much lower than under the state's own proposal. In any event, we have crossed 
this bridge already in Medicaid and other contexts -- for example, the Department of Labor has 
granted a waiver to Massachusetts to contract out all employment services and is prepared to do 
the same for other states as well. 

In line with this view, we recommend that we inform Texas of the principles we will apply 
in reviewing any privatization contract and give formal permission to the State to issue its RFO. 
Once the State accepts a bid, the Administration will review whether the contract appropriately 
accords with our principles, and bar the state from proceeding if it does not. 

Approve 

Disapprove __ _ 
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Record Type: Record 

To: 
cc: 
bce: 
Subject: 

Emily Bromberg/WHO/EOP 
Cynthia A. Rice/OPD/EOP, Elena Kagan/OPD/EOP 

Re: On privatiz, HHS has done a document and USDA is doing one too fM1 

I think we and the agencies are basically in agreement, although USDA may balk at the last 
minute. I don't know if labor has asked for a Donna meeting. 

Emily Bromberg 

4· Dl.... 1<'t-,@ 
~~V~~~)~------------------------~~~.~~ .. 

Emily Bromberg 
03/27/97 11: 16:36 AM 

Record Type: Record 

To: Diana FortunalOPD/EOP, Cynthia A. Rice/OPD/EOP 

cc: Elena Kagan/OPD/EOP 
Subject: Re: On privatiz, HHS has done a document and USDA is doing one too I!£i 

thanks. i'd like copy of the hhs and usda paper as soon as they are available. what's the next step? 
is it another conversation or are we ready to accept where the agencies draw the line? has labor 
asked for a meeting with Donna? 
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DcInna E. ShaJaIa, Ph.. D. 
Secretary 

.. '., .. -- .. ' 

UMad stan. Oepill/1mllnt of HaaIUI & Human ServIaIs 
ZOO Indepet idenCe Avenlle. S.W •. :." 
Wa&tdngIon, D. C. 20201 • 

RII: T_1nIegrated Enrolment SerWzli Project . 

Dear Seaatary ShaIaIil:' ' ; J' I 

'The purpose of 1fIIrI18U8I' is to I88pond to CDIT1IIIpDn<lence Cia January 31, 1997, from Mr. M8I'k 
RaQan. DIredDr at the Office of sta1a SyaIBma. AdrnIniatralian m; CIWIdtan aJid Famili ..... to my aIfIat 
RIg8Iding 1he review ofltla state of Texas' flIqWIJt farapprovaJ Qf:the Roqual for 0ffeB far the Texas 
'Intllgratad Enrollment Senric:ea rnSS] project. [Copy attoK:t=l 'r. Ragan achi' that the ACF and 
HCFA canllnue to review 1he RFO and !hat a final decision be givan allhlB time. He ~ Ulat 
~ 1&61an& were being candLlded at the highest levols within OH , . , ' . I 

, ! 
, , 

It /s thanlfare approprlale to direct my i::ancems about !he app-oval process to your oflico and to irmmn 
Y"U of my office's plans, based on Ollr unclenitilndlng of appIcahr federal regulatiOl1&, to nJieaM Ule 
T1ES R":' '8d. for Offers !RFOJ. . , , 

.• ,., .... , •. ,,, .... , .• '.,.p ...... 

. , i " 
All you may know. the State of Texas, Ihrough this agency and !he state Council on CompetiIiYe 
Gavomment. has BI'fIbarked Ill! is challenging Initiative to inIII;r!ito the eligibility dotenninatilx:t and 
dant enrollment ~ndIons of severaJ public assiIIance progj;lml5. induding MecIk:aid and cash 
assisIIu ICB uncIer the iemporary AssIstance to Needy FamUies pragram. 11111 Sting's overarchinll goal • 
is to improve lIeMce to mcipientli of plJbfic aaaislance by mazimizing aIIicienc:ies and taking aclYanlalle 
of tedlnIcal and business inr .... aItiI III avaikible through the marlc's1J)1ace, 1l1e t State a\SO has aele cted . 
thi& praject ae a maarui to encourage' publl.>prWata competition: and. in the process, stimuJare the 
fonnation of publlc:.prNate par1rlelShipli. , 

The T_ Leglllatura d1reclad Ihi& agency and the Counal to determine tha poIenIiaJ benefi1s at 
canIi'acting out these fundions and, If !his option was deemed ff ..... authorized this, agency to 
COnlriJC:t eM thO&e fIInctiar1a. F~ an 8Xl8tIIIive study of the ~O\li .. na to be included in tho project 
and an as I mant by the Council, the Coundl datermined dial ttiere _ a compelling busiii 55 case 
to support the CGntracting out at eIIgibllity cleterminalion II/1d emOuiTlllnt fundions. The Cowu:il directeG 

'lI1is asency to prepare and conduct a cmnpelitlve praanment to implement the CouncII'S findings. 

We fiIst presented the RFO for an integJated enrollment ~ for requftd pior apprgval1D your 
agency and the, Depanrn8l11 of Agric:WWre in June of 1996. FoBowing an lI11ansive review and 

I 
f . 

P. O. Box 132.47 • Austin. Texas 78711 • 4SIIO NOJ1h Lsnar. Four Floor, Austin. Texas 78751 
, , 
~ , 
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Based on our undImIIanding of the purJIOSe and intent of the regulation, we befieve that, dUe ta the 
dolliy in IIJderaI adlon. tile Sta!e has prD\'IIiona/Iy mat the ~ approval c:andiIions of OHHS and 
USDA ruguIa1iona. J : ' 
. , . 

. i . 

In the notice of proposed rule maldn9 that appeared in !he FederaliRegilller, the Department explained 
that the "prompt action" regtllation was propo&ed in tile inial at .Qf ~. efficiency and reducing 
federally-impaeed burdens on the sratas. The Departmenfs avOwed inIerIlion was to help stBIBs 
contain CD&t8 by mlnlmlzlng the dcIIaY. in granting reqUired a~1s. The Department adcnowtadgad 
1hat 8tateB which are c:oofIdent thelrprgposad ADP prgJeda ~federal ~ should not be 
panalizad by IIlII:eSSive delay in tho DOpIllt/Tlenl's appRMII. See 6D Fad.. Reg.. 37859 (July 24, 1995). 
On final adoption of thG tegIllation, thO Oupur1mont rc:sponded tOle comment !hat the regulation may 
be amployed to delay the approval of sIBle requeIiB bY offering !expUdt assurance that "tma WiD not 
happen: 81 Fed. Rag. 39894, 39896 (July 31, 1998), 

Unfortunataly, it appeill'll that this is preci&ely what has occurred WlIh 1h1l State'S ...quest for approval 
of the TIES RFO. Our concern is that the QIIl1II1I and -If WI! inlBrP'et your 1lIil1lf1cY.& actions corredly -{ 

,patentiaIIy inlBnnInabIe delay in the approVal of the TIES RFO vid\ateS the splrit, if I'Ot the lattar, of the 
prompt dan ragulallGn. Cetiain that thil .. not th8 Cllpartlllent'.:~n. _ believe it i$ raaaonatlle 
to interprat the rasulation to au!tlorIzB the State of Texas to proc8ed with thl! lies project under 1he 
provisionili apprqvat Q'itel'ia of Ina regLllalian. . 

The regulation Is silent as to the Depar1llienrs duty and a state;, raasonabr8 mq:>ecmticns in ~ 
where federal approval lake$ longer than 60 daya, It _ dear, though, 1hal1ho polic:y basis far 1he 
r"llll didicm _ to bring c;toaW'Q to a pl a I that IIIIfair1y delays and adds c:Dsts. to proposed &tate 
1Idion, The Dopartmont':s aQionll mply, nowvver, 1h;it It \rItIIIprIItS't!1a regul;dion to permit an extension 
of the period of raview for an additional 60 clays upon delivery of written notia! to the state. This 
appIic:atIorIllI pJainly on odds with !he Department's justification for /he rule. 

, I 

'01 BWO'WO~d 91'SI LS-0~-B3d 
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Seaebuy ~ e. Shalala 
FebrUIIly 19.1997 
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If the rugulaliDn it to apply In 1hiI illii1anCe, we tIlink the more i '~ would be to 
pennit the DIIpartm"nt to recalva Il!I addlIIDnaI 80 days to __ III • BI:aIII ~ far approval when it 
eIIhar (1) mqn II additional information tram the Itafa or (2) infmritaIIon from tho __ in 
RIapCII\IIe ID Mlch,_ request. Un4lilr thiS In. Pielal!lm, lila ,wuuId tXt raqr.U'ed. 1dNn IhD eo 
day8 tlIIowiu9 the raqlMlllt 0( I1ICIIipt of IrttannaIion, to ~ 1he e wriUuft appIDWI. ". .... .... aI,. 
or r&qUe8l far ItddiIion:II Infonnalloft. ..... Ragan's IfIUer Of .lanulhy31. 1hmI. ....... nat IDIEnd the 
Depatltlieilt'a nMew perioC2 tIIIC3&IM II did ncr pmWIe appnMlJi cf.&appOl/al, or request acfdiIignaI 

infarmatiGn fram the state. i ', , , 
Acc:ctaingIy, under this reading of IN. PftlftIPl,reYil:wJagula~ Stale of Texaa was deemud to 
have praviaianaIJy met Ihe prior approval conditions at 1'BglllaUons, !zt the estfiest, on January 18, 1897 
(eo GaIendar dsya following November 19. 1996. the' datte of tJ.e Department's ~ for m_ 
iilfoilltation) or FobnJ;uy 11, 1997, at Ihelalest' (80 clays falowilig ,1ha StidD;., OoGIImber 13, 1996, 
IlIbrnlAiCln in I'8IiflOi _ to !he November 19 All;uatl. ' i ' 

I i 
Ba&ed on this tnferatanding of the r8g~ my aid It prG .r~g with final preparaucn of /he TIES 
RFO for 1DnnaI RIIoaae to the ma~' If __ iilczan8Ct in our Allldina at the "'9'''atIana. _ 
her a we It III Iho Department's l'llllponsiliity to so adv\!Ia and provide !he Stare of Tams infannalion 
necessary 10 fulfilf.lt,e prior a~ requirement. Ifwa race/ve no dlrac:Iian fram the c.. ... III1_ by 
Februaly 28, 1897, we will aaauma you an:ur in OUT reading of the regulalign& and we wBI fonnIIIly 
iAuo the nes RFO.· ' ' 

We have cancIuctad the dialog !'ifh CIII' federal pannant in !he UlmQllt ggad faith and In tho splitt of 
partnarahip. We Ihink this ccmmllment Is a1IicaI to the ultiniaIe 8iJa:et1t of 1he l1ES proJed. Anoat 
wiIhout eXcQptJon, our fa<leraI caunlerpartB Mve been' OOd:Iemely~pful ... proYiding my staff UIMIfuI 
advim and direction. their input has been IndispenaabJe to ensuring the Inc 53 at the prajact. YeI, 
deaI:Iite IhII8e oIIQrts and n::peaIBd __ of 8 prompt federal, decision. _ appear no duuut'lo 
8ptlI atr'81 than we were .-ny nina monltla ago Wh8it _ first apprOached 011( federal partners. To my 
knoWledge, we have I'BSpandsd (ae han attempllld lei respond) ICI avery request for infOnnalion I11III 
cIaI ification from federal D~tKaight agundei We lUll unaware of ai1y reason WIly the RFO cannot be 
Isat.Iec! at !his time. Mr. Ragan's IuUcr ~_ na Iingenng Dr lrisulmountablo issues regarding the 
prajeCl TllIl8, we are left to SJlOC'd8le wheItIer the delay in aJlPl:OY8l iii for ~ other than the 
adeqllBC)' at !he RFO and compf'18IIC8 with federal ruquiren1ents. : 

I agree with Mr. Ragan !hat it project .. large and ambitious as TIES deserves c:arefuI conaidantIiDn. 
and we _ commitlBd. as your staff are, ,to 'et1SIDing tt1at tho nfleds of our Cliem& anct tmcpayers' . 
i/IIer8BtB ""' PlalBdoad. H_ .. "., each rnanttI 01 delay In 1t1e rm..a.o of the RFQ casts 1he Uapayer$ of 
TBlIaS. To dais. the S1a1a of Tezas has invested appIQXimateIy ~1.8' mililen in 1h1l Planning and 
development of !he TIES projllCl. AddiIIcnaJ BlIp8IIdlIUre$ waJ 110 doubt be necessary to aocommodate 
further fedend daIay.' ' ' 

More important, _ ~ ,OS1imBta tMt -=ilmCll'llh at cIOiit)' in 1he &tat8wide Itnp\eIrIentado 
of Integtated enrallment In Texas c:asIs the IalIpayetII of this stl1D at least $10,000,000. The T_ 
l.egilliature. in 8II1horizing thia project in 1995.lnstIudeci my ofIIce 10 direct !he savings genetatad by 
integrated enrollment to fund addllional h8aItIt 8IId hunnIn II8Nic:as 'pograms. I estimate 1hat tna 
annuaIlI8Irings in adminiCnlliYe c:o&tS alone, geneilllild by TI ES celdll preville heIIIIh care QNorage an 
addiIional 150,000 needy Texas childnln, ThIll, the inability of Itte rader.tl cWthortties to fUlfill Iheir 
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Secretary Coma E. ShaIaIa 
February 19, 1991 
Page 4 
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.espolisitsililies fNsbalU5 !he Intent of IhIr Texas \..egisJatunI anc! '"' bamII diraaIy by our ager1c:ies' 
dents and !he c:itizBns of Texas. . 
" regret that !his action hila bec:Oina .h ~. but lila my dutY !D ensure the mnt at hi TCDIBII 
l.e;I&/IWmI is implemented and hi irUreaIa witte PfiIIIPkt at Tuaa ara ..... acl We firmly be __ 
Chid the nES projed ish rigtrt1t'ing taT .1ICipienIs afpubIC lIIIIIII1ance and Iha SIBtII ofT ... , -' it 
is long 1MII'due.. I understand lU" eIJart. have bean criIi I ad by people __ Irrtfausta may be til 
PI aacirYe the &IaIua quo. IJnIlku your liliiii'. theM pen&lRII either haIIe not 1aIaen the time!D cansr.a with 
us, have nut gMIn LIB the courtesy r:tI an open InI honest dian Walnn, of the illaues. ar have chasen to 
igrroru the clear commitments _ have made ID irrrpruII& sarvice to our c:Iienta and sMt value to the 

::: the TIES ~ a& IUl ~~~~~~;~'~4Jntan" ~ ~ 8 nation wta!ntlhe 
important and c:rtIIci1I dedalans of gavemment are made des_ to-Iha peo.- Whole lilies !trey atJecl 
Wet also &hIft .his tIeIIef that .eafDlirl9 til thiI __ ttM nIIipOiulibility and ~ .. cdieal to 
reforming !he welfare Iywtem and nlllllting .,. ~ of the next c;entury. And _ asr- wIIh yaur 
t-n rernartal th:d "When we I8rQet our /8I5CUaIe IlIIIpOnslbIy and 1nnaWIivIIIy, when we team up 
with our ptjva1Il and pubflC par1I!8is, and when we act as toUgh, AWY fnIW1IIIS8IS, !he federal 
901181'D1T1ef1t 'GII!1 help lead 1ha _y In CI88IIns a &!ranger and healthier naIIan - a notlan c:apabIe of 
rnestIng c:tra/IengUII both old and new.' MIl your help, Ihe stalli otTexaa can faIIaw a aImiIar pidh. 

Consequently, I respuafully 88k for ~ .... Si8"nce in rasoIving the apparent impasse over lite 
apprIMII of the TUlIa hltugiated Enrolment St!rAC8I ~ for OffEn. As aIwayB, we 81'8 prepaad 
to SIlpply I!I'Y lnfarmatlGn you or;our ataft' may need 10 reac:h 8 prompt and ~ derision. 

Michael D. NlcKinney, M.D. 
Commie&/aner 

c:: Governor George W. Bush 
LieuIBnant Governor Bob BllJloick 
Speaker PEa u.ney 
Comptroller John Sharp 

SIS 3:ll;td 
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I • 

Income Maintenance Branch· 
Office of Managemem and Budg~ 
Executive Office of the President 
W..biog1cn. DC 2OSQ3 

Please route to: 

Ken Apfel 

Subject: BackgroUlld paper on Texas 

Privatization ~ 

From: Stacy Dean ~ 

Dioobioonmbl -........... -""'T'-~_ 

~ ..... -5cc_ bdow ..x.... 
Willi ~copiufor. 

I'bono; 202139S.A6R6 

fa.: 202/39~'1 
Room: ~222 

.II.uached ~ gene)' issue paper on the Texas TIES privatization proposal. You and 
othl:!S m~~ for Monday's mc:cting with Bruce on !he sul:!jccl I would Qution you 
though !h.al. the agencies have not provided final commcnrs on the paper - Medicaid in particular 
Will probably want 10 change: quilC 8 bit since the: pcrspcc:1lvc of!hc paper il; largely Food Stamps. 

.II.Iso, agency principals have nol yel seen !he paper. Our goal was 10 share it with them by 
. Wednesday of next week. . 

-. '~.' 
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t'ebnwy 7, 1997 

Income Maintenance Branch, 

Please route to: 

Office of Management and Budget 
Executive oroce of the President 
Washing1orl, DC 20503 

Barban Farmer, ETAIDOL 
Margaret Pugh, ACFIIUIS 
Terry Watt, ACFIHHS 
Marty SvoIOll, HCFAlHHS 
David Cade. BCFAlHHS 
Dana SirnIk, USIOPM 
ROD HiB, GClUSDA 
Csrolyn Foley, FCSlUSDA .,' 

Subject: Bnckground paper on Texas 
Prj vatization 

From: Stacy Dean 

) 

l>ccmon noo4cd 
PI .... .....,.., _ 
FmJUUl'infimnMiM _ 

Per ,.,.,. """"'" ~_bd_ .2L 
t • 
Wi'h~<OpIafor. 
lIony While, Ca!Dfo KiI1i, Meg 
Mana)" JcffFotbo>r, Bob IWl<:out 

PI,one; 202J39S-4686 ," 
J'"", 202J39~51'" 
Room: '8222 

Auached is a draft interagency issue paper on the Texas TIES privatization plOposaL This JIlIPeT 
""'" pulled together by USDA and OMB using the informntion provided to u.~ by USDA, ACF, 
HCF A, OPM and DoL. This papcr is intended to provide baGkerQnnd information and not to serye 
as a decision' paper. Please review !he paper iIlId let me know- if you have any comments. Allhe 
moment, the paper bas quite" bit of infollllation on each program and many of the issw:s !dating 
to privaliza1ion. It probably needs a bit more of a global view and more of an c1Tort to draw out 
commonalities and distinctiOllll among the programs. During the process of compiling each 
agency's paper into one piece we've taken some h'bcrtks. If we've inadvettentJy obscured OT 
deleted important infonnation from yoW' section. please let us know. ' 

BY Tuesday morning, we'd like your collllllenu on the paper. By th~, we should be abk'to 
puD (ogether a final pIece whieh we CIID aD shan: with our priDciples on Wednesday. 

TII8IIk you very much for your timely and valuable input 

Barbara Farmer. ET A/J)OL 
Margaret Pugh, ACFIlIHS 
Tcny Watt, ACFIHHS 
Marty Sva1os, HCFAJHHS 
David Cade., JICfo'AlHHS 
Dana Sitnik, USIOPM 
Ron Hill. GClUSDA 
Camlyn Foley. FCS/uSDA 
Stacy DeaD, OMB 

ph: 202-219-5585 
ph: 202-401~944 
ph: 202-69Q.6431 
ph: 410·186-4582 
ph: 410-186-3870 
ph: 202-606-2840 
ph: 202-720-61S1 
ph: 703-305-2473 
ph: 202-395-1162 

, f,I(: 

fx: 
tit: 
fx: 
tit: 
fx: 
fx: 
f,I(: 

fx: 

202-219-6510 
202-401-4618 
202-401-6400 
410-786-3252 
410-786-0025 
202-606-2663 
202-720-6910 
703-305-2098 
202-395-0851 
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PRIVATIZATION OF FEDERAL PUBUC ASSISTANCE PROGRAMS 

OVERVIEW 

This paper has been prepared jointly by staff from the Departments of Agriculture (Food 
and Consumer Service). Health and Human Services (HeflHh Care Rnancing 
Administration and Administration for Children and Families), labor (Employment and 
Training Administration). and the OffICe of Personnel Management (OPM). ~e Fedeml 
agencies have been meeting recently to discuss the general background and issues 
surrounding priviltization initiatives that are under review within the Departments and to 
expfore options for maki/:Ig final decisions and responding to states .. 

ISSUES REQUIRING DECISION 

To what extent should the States I;le pennitted to transfer the responsibHity for e1igibirlty· 
determination for Federal public a~isfanCe programs to the private sector through 
competitively bid contracts? And, may the Merit System of Persoflnel Administration 
requirements be waived to allow States to enter into contract agreements? 

! 
BACKGROUND 

There is increasing interest among the Slate welfare agencies in transferring the 
administration of public assistance programs to the private sector through competitively 
bid contracts, This inte~ stems in part from the efforts of the Federal and State 
governments to test new methocls to improve program services and to increase self" 
sufficiency among program recipients. 

COntracting or privatizing CE!.rt8in functions of the public assistance programs Is not new. 
For instance. all States that have linplemented an Electronic Benefit Transfer (EBn 
system for tho i&suance of benefitS· have a contract agreement with a private entity. 

What is new is the possibility of contracting with private entities to perform functions that 
have histOrically been the responsibiflty of the pub6c sector. such Conducting 1he 
determination of eligibHity and certification for public assistance programs such as the 
Federal Food stamp Program and Medicaid_ Whire the new welfare law explicitly 
permits States to privatize T ANF administration and service prOVision, no other major 
Federal public assistance program has such broad latltudel

, PrivatiZation would require 
a waiver of current statutory and regulatory provisions related to the Merit System of 

I Note that eligibility for $8 blDion in Pell Gl8tlts alld $25 bilfion in student loans am routinely 
determined by ~61y non-Federal, non-pubrIC entities. 
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Personnel Administration as required under section 11 (e)(6) of the FOod Stamp Act of 
19n. as amended. and as,required under section 1902(a)(4) of the. Social Security /v;t 
(Medicaid Program). 

In addition to its TIES proposal for welfare programs, Texas also plans to privatize labor 
exchange services authorized by the Wagner-Peyser Act. Therefore. the Department 
of Labor (DOL) is in the precess of a broad policy and legal review of the extent to 
which entities other than the Stimb';employment security agencies· may deliver basic 
labor exchange and unemployment insurance services. • 

) 

CURRENT PROPOSALs REQUIRING DECISIONS ABOUT THE MERIT SYSTEM OF 
PERSONNEL ADMINISTRATION 

Texas Integrated Enrollment Services roES) 

.'.~ .:.. ,,... 

," .~ '" 

TIES is a statewide privatization initiative of the Texas Health and Human Services 
Commission (HHSC) and the Texas Council on Competitive Government (CCG) in 
support of a State law enacted in 1995. Under TIES, the certification and eUgibirlty 
determinations for most public assistance programs, including the Food Stamp, Special 
Supplemental Nutrition Program for Women, Infants and Children :(WIC), TANF and 
Med'JC8id programs, would be contracted to the private and/or pubnc sectors through 
competitive bids. The TIES proposal does not address contracting out the delivery of 
unemployment insurance or employment services funded by the Department of labor. 

. I 

The TIES proposal would require a waiver of the merit system requirements under the 
Food Stamp Act HCFA is revieWing the extent to which merit system requirements 
may be waived. The Federal agencies and the Stale of Texas have been negotiating 
the conditions for releasing a Request for Offers (RFO) for TIES since May 1996. With 
the exception of a final decision about the merit system provisions contained in the 
RFO, all other issues have been resolved. 

Texas was expecting final approval of-the RFO in January to be able to release the 
RFO by the end of the month. Two consortia have been developed with the Intention 
of bidding on the RFO. One consortium is composed of the Texas Workforce 
Commission. International Business Machines Corporation and Lockheed Martin 
Corporation. The other consortium COIl1iists of the Texas Department of Human 
Services. Electronic Data Systems Corporation and the Unisys Corporation. Arthur 
Anderson has also indicated an Interest in the proposal but has not aligned itself with a 
State agency. 

Wisconsin Works <W-2) 
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Under the W-2 proposal, the State is contracting on a competitive basis with public or 
. private agencies for certification aCtions such as gathering client eligibility information, 
conducting eligibility interviews and data input. The State, presuming the Department 
of Agriculture's approval of its waiver reqlJest of the merit system requirements for the 
Food Stamp Program, released its Request for Proposals (RFP). • We have been 
advised by State officials that the contract process has been completed for one County 
(with over 80 percent of the State caseload) Without the inclusion of the Food Stamp 
Program. Contracts have been awarded to six private, non-profit agencies. 

[Insert information on Wisconsin and Medicaid.] 
i 

Emplgyrrumt Services One-Stop- Grant 

I 

.- ............ ' ... , .-. "; .... 

legislation enacted in the State of Texas, effective September 1. 1998. provides for the 
delivery of labor exchange services that are authorized under: the Wagner-Peyser Act -- -. ., 
and currently delivered by state employment security agencies by local workforce . 
development boards and private, no~mmental providers. Thus far, Texas has not 
considered contracting out the delivery of unemployment insurance services. The 
Department of labor has urged Texas to delay implementation uritil the Departmenfs 
review is completed. - . 

In addition, the State of Massachusetts, with the Department of labor's approval of a 
grant to implement a One-Stop Career Center system throughout the State, has 
awarded contracts to private-for-profrt entitles to derMlf labor exchange services in 
several local areas under that grant. Other States such 8S Montana, Utah, 
Pennsylvania. _and Iowa are on the threshold of requesting similar'approval. 

ORGANIZED LABOR RESPONSE 

The Departments of Agriculture and Health and Human ServiCGS have received 
numerous letters from employee unions about the TIES proposal, _ including the 
American Federation of labor and Congress of Industrial Organizations (AFL-CIO), the 
American Federation of State, County, and Municipal Employees (AFSCME) and the 
service Employees Intema~onal UniOn. The unions assert that a waiver ofthe merit 
system would result in a decline of dient services, Including access to program benefits 
and client confidentiality. The Department of Agriculture received over 1,000 letters 
from employees in WiscOnsin objecting to the W-2 projecl 

In the case of the Texas workforce development legislation. the Department of Labor 
has received a letter from the AFL-CIO questioning the legality of privatizing 
employment services. 
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CURRENT PROGRAMS - Certification and Other Program Requirements 

Food Stamp program 

The Food Stamp Act requires certification. Le., the application and eligibility 
determination process, to be completed by merit system employees. Certification, 
however. is not defined in statute. As supported by legislative history to the Act, current 
regulations specify that the required interview be conducted by merit system 
employees. Given the comPlexity and discretion that may be required in the food 
stamp certification process, the food stamp interview is crucial to accurate 
determinations of efigibility and benefit level. It Is through the food stamp interview that 
the worker solicits most household information, determines the necessity for additional 
veriflC8tion or resolution of qUe$tionable information;'an'd-asoertains the need for ........ ---.---.... -..... . 
approprtate policy decisions. It is also.the applicant household's Opportunity to have 
face-ta-face contact with a pubHc employee. Volunteers and other non-merit 
employees may assist an applicant household in other actions /elated to certification 
but may not conduct the food stamp interview or certify a household. During recent 
debate on welfare reform legislation. Congressional conferees reinserted the merit 
system provisions in the Food Stamp Act that a previous Senate biD had deleted. 

Medicaid 

Similar to Food Stamps, the entire appliCation proc;ess. from taking an application to 
making the final eligibility determination. is performed almost entirely by employees of 
the State agency responsible for administering the Medicaid program. TIle Medicaid 
tItatute and regulations contain very little about the eligibility determination process, and 
virtually nothing about what entities may or may not perform specific functions within 
that process, except that the determination of efigibirrty must be made by the agency or 
agencies.specified in the State plan. 

Unlike Food Stamps, the Sociat Security Act provides for "out stationing" which aUows 
the State to use private sector employees to perform some erJgibility process at 
locations other than State TANF offices for certain groups of applicants. Outstationing 
was incorporated into the law 8S to increase program access when the law was 
amended to substantially broaden the categories of eligible individuals. 

States have the option of staffing outstation locations with State employees or non
State employees (e.g., contractors or volunteets), or a combination of both. Because 
out stationing can involve the use of non-State employees to perform certain eligibility
related functions. regulations specify which functions can be performed by non-State 
employees and whiCh must be performed by State wof1(ers. 
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Non-State employees staffing outstation locations can perform "initial processing· which ' 
inclUdes: (1) ta)(!ng appli~on8; (2) assisting applicants in completing the application; 
(3) providing information and referrals; (4) obtaining required documentation; (5) 
assuring that information contained in the application is complete; and (6) conducting 
any necessary interviews. 1 

Non-State employees are specifically precluded from: (1) evaluating the information 
contained in the application and supporting documentation; and (i) making a 
detennination of eligibility or ineligibility. Actual evaluations and determinations can be 
made at the outstation location or at a State Medicaid agency office, but they must be 
made by a State employee authorized to make eligibility determlna~n for the State 
Medicaid agency. I 

TemooralY Assistance for Needy Families and Foster Care programs 

Section 104 of the Block Grant for Tempor!)ry Assistance for Needy Famllies (fANF) 
specifically allows states to "administer. and provide services" under title I Bnd " ofthe 
welfare reform legislation through contracts with chai'itable, religious or private 
organizations. Therefore, there are no prohibitions to privatization'initiatives, such as 
TIES, related to merit personnel provisions for the TANF. 

However, the merit system'requirements remain in effect for the TrtIe IV-E of the SSA 
(Foster Care). Even though no State has proposed to privatize any aspect of its Foster 
Care ProgJam. the Administration of ChHdren and ,FamiHes is examining the 
implications of the merit system requirements for Title IV-E. : 

WAIVER AUTHORITY TO CONDUCT DEMONSTRA TION PROJECTS 

The Food Stamp and Social Security Acts provide the Departments with the authority to 
waive most staMory requirements to allow the States to conduct demonsttation 
projects. However, because authority for the Merit System of Personnel Management 
was transferred from the Departments to OPM under the Intergovernmental Personnel 
Ad of 1970. USDAwould need to obtain COl\Qlrrence from OPM prior to approving any 
demonstration project that would waive the Merit System of PelSOnnei Management
However. HHS believes they would not need OPM's concurrance for such a waiver. 

INJERGOVERNMENTAL PERSONNEL ACT 

When the Intergovemmental Personnel Act (IPA) was written. it was presumed ,that 
services would be provided directly by State or local employees who were acting in lieu 
of Federal employees; this was this was the reason for establishing for a Merit system 
of Personnel Administration. While the IPA is silent on whether States or local 
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governments may contract for services. the law does provide for inaximum flexibifrty 
within the requirements for merit principles in the administration of grant-in-aid 
programs by grantees. However. as the rolas of govefn!llent ancftne relationships 
between the State and the Federal government continue to evolve. a determination 
must be made as to whether new ways of doing business can be 'carried out under 
existing laws, or whether change in those laws is required. WhDe govemment 
contracting with the private sector for commercial products and services is not new, the 
Texas proposal raiseS the possibHity of contracting with private entities to perform 
functions that have historically been the responSIbility of the pnvafe sector. This 
proposal would require a waiver by OPM of current statutory and regulatory provisions 
related to the Merit System of Personnel Adminisbation provision of the IPA. 

~ ~ 

The current proposals under.·review by Federal agencies' appear to conflict with the ...... _ ..... _ .. "" .. , 
requirements of the IPA. Although OPM has not consulted with tHeir General Counsel . 
for 9 legal opinion, OPM is CQnfident that it does not haveallthority to waive any. 
provisions of the statute. In' fact. OPM counsels have consistently held that OPM dOes' 
not have allthority to waive its own regulations, unless such waiver is specificany 
provided for. The Administration could elect to seek legislative change. 

This leads us back. then. to examining the Texas proposal and shredding out what is 
inherently governmental and must therefore be performed by merit system employees, 
and what is commercial and can therefore be contracted out. "fhe;OPM General 
Counsel has relied on OMS Circular A-76 to define what is and is not an inherently 
govemmental function. included in the definition of goVernmental functions are "those 
activities which require either the exercise of discretiOn in applying Governmental 
authority or the 'use of value judgment in making decisions for the Government. 
__ .Governmental functions normally fall into two categories: (1) The Act of 
goveming; .... (2) Monetary transactions and entitlements .... • It would appear that some 
contracting is appropriate but wholesale contracting may violate the intention of 
Congress to ensure that adrninistrcrtion of grant-in-aid programs be conducted by 
employees covered by a merit system of personnel administration, 

. I 

opnONS FOR TEXAS TIES 

Approve Waiver of Merit System of Personnel Adminjst@ljon. This option would allow 
the State to almost fully privatize its eligibility process, requiring only that the state 
certify the final determination. This approval would require use Of the FOOd Stamp 
Program' and Medicaid programs' statutory demonstration authority, with the necessary 
approval of waivers of the Merit System of Personnel Administration by OPM. The 
Departments' waiver authority for demonstrations is intended to test innovations and is· 
not intended to approve long-term operational altematives such as those proposed by 
Texas. 
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Approval of the waiver may result in additional objections from employee unions and 
advocacy groups but would be supported by states, the National Governors 
Association and private corporation$ which have fOlTT1ed alliances.with public agencies 
to respond to the RFO. U' 

Deny Waiver of MaID System of Personnel Administration. This option would require 
the State to perform all Medicaid eligibility functions, including irrtake, interview. . 
processing, and final determination and certification. Even though this is the most 
restrictive option, it may be PIe most legally supportable option forithe Medicaid 
program based on statutory and regulatory requirements involving proper and efficient 
administration of the program. A legal argument could be made tHat the Medicaid 
statute restricts third-pafty eligibility actiVities to specific eligibility groups and situations 
and, thus, is not applicable to the TIES proposal .... - . _ .. _- --

This option also would require the State to continue to be responsible for the Food- . ". 
Stamp interview and detenninations of eligibnity and benefit level. It is also important to 
note that during the recent debate on welfare reform legislation, CongreSSional 
Conferees reinstated the merit system provisions in the Food Stamp Act that a previous 
Senate bill had deleted. 

A denial of a waiver for the TIES proposal may seriously disrupt the progress the 
Federal and State agencies have made on the proposals. The Federal agencies would 
receive serious objections from the State and private corporations. Also, a denial may 
be viewed as inconsistent with the Administration's support for allowing the private 
sector to be more involved in the administration of public assistance programs. 

Redefine Certification. The Food Stamp statute requires certifICation to be completed 
by merit system employees, while the Medicaid statute allows non-merit personnel 
outstantioned personnel to J}edonn some elements of the application process. States 
want to reinterpret the laws 50 that compliance could be achieved through the 
automated processing of ' data by cOmputers which are programmed under State 
agency direction to make eligibility and benefit decisions. 

A middle ground could preserve more merit system involvement in a complex eligibirJty 
determination prot:ess that requires judgment. The Federal agencies could to revise 
reguJatlons (Food Stamp Program) or publisl1 an appropriate Notice in the Federal 
Register (Medicaid) to require merit system revieW of applications and interview resuHs 
before benefits were determlned (8 process comparable to the Medicaid outstations or 
supervisory reviews currently used by many State agencieS in the Food Stamp 
Program). However. this option may not anow the States to make privatization 
initiatives financially worthwhile. . . 
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Approve small-scale demonstratign projects. The Departments support privatization 
initiatives that may result in improved services and/or administrative costs savings. 
However, both Departments havo concerns about stateWide initiatives that have not 
been proven to be effective and may seriously affect program access to low-income 
households. For instance, TIES is a Statewide initiative in a State that issues annually 
approximately 10 percent of f90d stamp benefits issued nationwide. The Department 
of Agriculture further believes it wOuld be imprudent to eliminate the interview from merit 
employees on s' statewide basis without further testing. -

A demonstration limited to a small number of counties may be supportable by the 
advocacy groups. J:>rivate corporations may object or lose Interest in smaD-sca1e 
demonstration projects. It is unclear how the unions and other St8tes would react to 
such a compromise. It is estimated that an evaluation-ofa-Food Stamp ProgfCIm 
demonstration Would cost about $1 million. 

BROAD POUCY CONCERNS 

RelationshiP to the Texas Employment Services Proposal 

The issue of whetner an entity other than the SESA may deliver basic labor exchange 
and unemployment insurance services has been raised in the context of Employment 
and TfClining (ETA) sponsrn:,ed initiatives to build new State workforce development 
systems utilizing One-Stop Career Centers. This system building at t/:1e local level 
involve& the delivery of labor exchange services under the Wagner-Peyser Act and may 
involve the unemployment insurance program for payment of benefits under the Social 
Security Act (SSA). Basic labor exchange and unemployment insurance seNices are 
funded through a dedicated employer tax, the Federal Unemployment Tax Act (FUTA). 

Unemployment Insurance - Contracting out of benefit eligibility determination and tax 
functions are unlikely to be pennitled because Ihese functions involve the use of value 
judgments in Govemment decision making. However, it may be permissible to contract 
out those data gathering functions that can be broken out in an effective, cost-efficient 
manner, without deterioration of services to claimants and employers. 

Employment Services - Contracting out beyond support functions may be permitted for 
the delivery of many basic labor exchange services. 

Cgnfldentiality 

As a result of negotiations between the Slate of Texas and Department of Agriculture, 
the RFO was revised to include language ensuring that the contractor would adhere to 
the confidentiality provisionS under the Food Stamp Act and that applicants and 
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recipients would have the right to fully understand how infonnation would be used in 
determining eligibility. The RFO currently includes language specifying that the use or 
disclosure of information about applicants or clients during the screening and referral 
and the eligibility determination and enroRment processes shall ~ restricted to 
purposes directly connected With the administration of assistance programs. 
Information supplied for the purpose of determining eligibility may not be made 
available to other programs in TIES without the consent of the ctient. Bidders must 
demonstrate how clients wl1l be advised of their right to conficlenti8lity and how their 
concurrence would be obtained. 

While these revisions ensure compflance with the Food Stamp and Social Security 
Acts, the Departments continue to· have concerns that wide-scale privatization and 
potential loss of merit system protections may undermine the client confidentiality. .,'" 
Merit Personnel systems have histOrically established incentives f<;>r maintaining the 
integrity of public assistance programs. It is uncertain how privatization would influence c. 

the relationship between case workers and dients. ~ 

Conflict of Interests 

It should not be assumed that a public employee would be more interested in operating 
public assistance programs better than a private employee on the ~basis of his or her 
status as a merit employee. However, private employees hired to 'carry out the TIES 
system may be affected negatively if the contractor does not realize a profit The profit 
incentiVe raises numerous questions regarding the effect such wide-scale privatization 
would have on employees who are responsible for the determination of eligibility as well 
as the effect on ,overall client services. For instance, the TIES RFO proposes to use 
ctient surveys to measure the contractors performance. WIll the interest in maintaining 
client satisfaction increase a caseworller's incentive to approve benefits, even if 
questionable information about the applicant's efigibility exists? Would profit incentives 
alter the current incentives out stationed non-merit employees have for ttleir role in the 
Medicaid certification process? 

Also, a conflict of interest may be created by the increased fleXibility provided to the 
States through the Personal Responsibility and WorX Opportunity Reconciliation Act 
(PRWORA) of 1996. \M1~e.the State of Texas retains the authority to establish 
program policy deCisions, the State may come under heavy influence by the contractor 
to approve policies that assist the contractor in containing costs, possibly at the 
expense of client serviceS. ' 

$tate/Contractor Program Resoonsjbiljties 

Under the proposed TIES RFO, the State maintains responsibility for developing 
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program policy, conducting Quality Control (OCl reviews and fair hearings. The TIES 
contractor is responsible for implementing program policy. The TIES system, therefore, 
adds an additional level to the current bureaucratic structure. The FCS and the State of 
T.,xlls have negotiated revisions to the RFO to clarify FederaVState and 
State/Contractor relationships. HoWever, the Departments continue to have serious 
concerns about the increased complexity of the certifICation proceSs under a Statewide 
privatiurtion initiative and whether any resulting baniers to partiCipation would be . 
created as a result of these sprll relationships. These relationships may become even 
further complicated if the responsibmty for the certifica1ion procesS becomes sprJt 
between State and contract employees. ' 

RiskofLos8 

The draft TIES RFO specifIeS the financial incentives for good performance and fiscal 
penaHies for poor performarlce, One financial penally to the contnactor is. the liability. of. _ 
QC sanctions. The Departmerit and State of Texas have negotiated regarding . 
additional language that clarifies that the Federal Government win continue to hold the 
State liable for the ac sanctions and that the Federal and State govemments would be 
responsible for negotiating the resOlution of any Federal OC liabirrty. 

The Departments have concerns that the contractor may have more interest in cost 
savings and less interest in resulting QC liabilities. Should a contractor experience a 
financial loss due to a OC liability, the potential for litigation between the State 8nd 
contractor would appear to be great The Departments also share concerns about the 
potential of increased litigation between the State and contractor if the certification 
process becomes a joint responsibility between State and private contract employ~. 
The Departments have concerns about how these potential conflicts would affect the 
ongoing operations of the Food Stamp and Medicaid Programs throughout the State. 

Inherently Governmental Decisions 

The certification process· for determining eligibility for Federal benefits is a discretionary 
action. Thus, it is important to review any transfer of the c:ertification process to the 
private sector under OMB guidance. OMS Circular A-76 provides guidance to Federal 
agencies in determining activities that may be contracted to the private sector. 
Activities that are ~inherently governmental functions" may not be contracted to the 
private sector. The OMB Circular specifies that an inherently governmental function is, 
"so intimately related to the pubUc interest as to mandate perfo~nce by Government 
employees. These functions include those activities that require either the exercise of 
discretion in applying Government authority or the making of the value judgment in 
making decision for the Government" .. 
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While OMB Circular A-76 may not be binding on Stale agencies. the concept of 
functions that are inherently govemmenlaJ is basic to the review of the TIES. The State 
of Texas indicates that it is prohibited by State law from entering into private contracts 
for discretionary activities, 
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SHOULD THE ADMINISTRATION 
OF FOOD STAMPS AND MEDICAID 
BE ALLOWED TO BE PRIVATIZED? 

Profit-seeking companies should not decide whether 
someone is eligible for aid. Private companies 
accountable to their shareholders and not the public 
or the poor should not exercise any discretionary 
functions, such as determining eligibility for the Food 
Stamp and Medicaid programs. Publicly-funded 
benefit programs deserve public accountability and 
federal laws exist to see that this is so_ 
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PRIVATIZATION OF MEDICAID AND FOOD STAMPS 

WHAT'S AT STAKE? 

FOR THE FEDERAL GOVERNMENT: 

o Integrity of both programs 
o Loss of control over how the programs are run 
o Financial exposure 

(Food Stamps are 100% federally funded and administrative costs 
are at least 50% matched in Medicaid) 

o Possible lawsuits 

FOR CLIENTS: 

o Risk having benefits denied for sake of profit 
o Appeals process would become more convoluted and difficult 

FOR PUBLIC EMPLOYEES: 

o Between 250,000 - 300,000 public employees could lose their jobs 

FOR STATES: 

o Loss of control over programs 
o Financial exposure from cost over-runs, fraud, corruption 
o Possible litigation 
o More confusion into a system that is already being massively changed with 

welfare reform and Medicaid Managed Care 

FOR PRIVATE COMPANIES: 

o Billions of dollars in profits that could otherwise be spent on programs directly 



THE LEGAL ARGUMENTS AGAINST PRIVATIZATION 

FOOD STAMPS 

Federal Law: 

"the State agency personnel utilized in undertaking ... certification shall be 
employed in accordance with the current standards for a Merit System of 
Personnel Administration ... " 7 U.S.C.202(e)(6) 

Federal Regulations: 

State agency employees shall perform the [eligibility] interviews required in 
473.2. Volunteers and other non-State agency employees shall not conduct 
certification interviews of certify food stamp applicants. 7 C.F.R. 272.4(a)(2) 

Congressional Debate on Welfare Reform: 

In 1995, Senate conferees reinstated the merit system provisions in the Food 
Stamp Act that a previous Senate bill had deleted. 

Internal White House Document on this Issue: Draft, February 7, 1997 

"Given the complexity and discretion that may be required in the food stamp 
certification process, the food stamp interview is crucial to accurate 
determinations of eligibility and benefit level. It is through the food stamp 
interview that the worker solicits most household information, determines the 
necessity for additional verification or resolution of questionable information, 
and ascertains the need for appropriate policy decisions_ It is also the applicant 
household's opportunity to have face-to-face contact with a public employee." 



THE LEGAL ARGUMENTS AGAINST PRIVATIZATION 

MEDICAID 

Federal Law: 

States must establish a single State agency for administering Medicaid plans, and 
provides that "the determination of eligibility for medical assistance under the 
plan shall be made by the State or local agency administering the State plan." 42 
u.S.C. 139a(a)(5). 

Federal Regulations: 

The state agency "must not delegate, to other than its own officials, authority to 
(i) exercise administrative discretion in the administration or supervision of the 
plan, or (ii) issue policies, rules, and regulation on program matters." 42 C.F .R. 
431.10 (e) 

Out.Stationing: 

The Social Security Act provides for "out.stationing" at locations other than 
state welfare offices, such as at hospitals or clinics, to perform some initial 
processing for certain groups of applicants. In interpreting what "initial 
processing" means in this context, .HCFA explained that "if we were to define 
initial processing to include making a determination of eligibility, the definition 
would conflict with the requirement of [42 U.S.C. 139a(a)(S). Under that 
section, the plan must be administered by a single State agency and 
determination of eligibility is restricted by this section to the Medicaid agency 
the title IV·A agency or SSA when determining the SSI program." Medicaid 
and Medicare Guide. para.42,662 at 41,820. 

Internal White House Document on this Issue: Draft, February 7, 1997 

States have the option of staffing outstation locations with State employees or 
non·state employees, or a combination of both .... Non·state employees are 
specifically precluded from: (1) evaluating the information contained in the 
application and supporting documentation; and (2) making a determination of 
eligibility or ineligibility. Actual evaluations and determinations can be made at 
the outstation location .... but they must be made by a State employee 
authorized to make eligibility determination for the State Medicaid agency. 

A legal argument could be made that the Medicaid statute restricts third.party 
eligibility activities to specific eligibility groups and situations and, thus, is not 
applicable to the (Texas) TIES proposal. 



ARE THESE LAWS "WAIVE-ABLE"? 

FOOD STAMPS: 

USDA may waive requirements of the food stamp program only for: 

o pilot projects 
o of limited duration, 
o and only then if the project would improve program administration and 

further the goals of providing food for low-income individuals 

MEDICAID: 

HHS may waive requirements of the Medicaid statute only for: 

o experimental, pilot, or demonstration projects 
o which are likely to assist in promoting objectives of program 
o and must be evaluated for scope and potential impact on recipients 

OFFICE OF PERSONNEL MANAGEMENT: 

Because authority for the Merit System of Personnel Management was transferred 
from the Departments to OPM under the Intergovernmental Personnel Act of 1970 
(IPA), the Departments would need to get concurrence from OPM prior to approving 
any demonstration project that would waive the merit system. 

From the White House draft document dated February 7, 1997: 

"The current proposals under review by Federal agencies appear to conflict with 
the requirements of the IPA ..... OPM is confident that it does not have 
authority to waive any provisions of the statute. In fact, OPM counsels have 
consistently held that OPM does not have authority to waive its own 
regulations, unless such waiver is specifically provided for. The Administration 
could seek legislative change_ 

This leads us back, then, to examining the Texas proposal and shredding out 
what is inherently governmental and must therefore be performed by merit 
system employees ..... The OPM General Counsel has relied on OMB Circular 1-
76 to definite what is and is not an inherently governmental function. Included 
... are those activities which require either the exercise of discretion in applying 
Governmental authority ... and normally fall into two categories: (1) The Act of 
governing; (2) monetary transactions and entitlements." It would appear that .... 
wholesale contracting may violate the intention of Congress to ensure that 
administration of grant-in-aid programs be conducted by employees covered by a 
merit system of personnel administration." 



WHAT SHOULD THE ADMINISTRATION DO? 

The Clinton Administration should: 

a.} Give Texas the answer that the federal government will not waive any 
requirements for merit based personnel for any functions that require 
discretion, thereby upholding current law. 

b.} Tell all states that the Administration will use this "bright line" test for any and 
all proposals revising program administration of these entitielTIent programs. 

c.} Require a deliberative and public process for each state that submits proposals 
to revise the administration of these programs to ensure that the stated "bright 
line" test is met and the law is upheld. 



• 

• 
SCOPE OF CURRENT PROPOSALS 

THE TEXAS PROPOSAL: 

Currently the Administration has before it only one formal request and that is a 
proposal from Texas which is NOT in the form of an actual waiver. 

The Texas proposal is: 

o neither a pilot nor demonstration project 
o nor is it of limited duration. 

Rather, the Texas proposal is: 

o a statewide proposal 
o in a state that issues over 10% of the food stamp benefits issued nationwide 
o the overall Texas proposal would put $8 billion of benefits in private hands. 

SEI lING A NATIONAL PRECEDENT: 

Allowing these programs to be privatized would be unprecedented in terms of turning 
over the greatest portion of federal aid to the states in private hands. 

The Medicaid program alone constitutes over $100 billion in federal aid, while the 
Food Stamp program is roughly $30 billion. 

These two combined dwarf the relatively small T ANF program that was allowed to be 
privately administered for the first time as a result of 1996's welfare reform. 

Coupled with the rapid entry of private managed care companies in the Medicaid 
business, this could seriously undermine public accountability at the federal level for 
these programs. 

Given that the Food Stamps program is 100% federally funded and that administrative 
costs for the Medicaid program are matched at least 50% with federal funds, the 
federal government should feel confident to direct the management of these programs. 



, 
WHO'S OPPOSED TO THIS IDEA? 

IN TEXAS: 

"Fourteen Demol:rats in the House of Representatives put Texas Health and Human 
Servil:es Commissioner Mike McKinney and state leaders on notke last spring that 
they harbor serious conl:erns about privatization of the project ..... 

"I'm still I:oncerned," said Rep. Hirschi, D· Wichita Falls. "We're basil:ally plowing new 
ground and we don't know what the result is going to be. I don't want to see some 
disaster out there." 

Rep. Harryette Herhardt, D·Dallas, said she fears repercussions of dismantling the 
state's social servke infrastructure in favor of a private contractor's system." 

Houston Chronide, Ol:tober 28, 1996 

"I'm nervous about going ahead .... " said Sen. Bill Ratliff (R.Mount Pleasant), I:hairman 
of the Senate Finance Committee. "Maybe we ought to consider doing it in-house." 

Houston Chronide, March 3, 1997 

NATIONWIDE: 

"No I:ompany can be expected to protect the interests of the needy at the expense of its 
bottom line, least of all a publidy traded I:orporation with a fiduciary duty to 
maximize shareholder profits," said Henry A. Freedman, executive director of the 
Center on Social Welfare Policy and Law, a researl:h and advocacy law office (in New 
York City.}" 

"If a gatekeeper's profits are linked to reducing the welfare rolls, Mr. Freedman said, 
the incentive to deny aid will be overwhelming." 

Dallas Morning News, September 15, 1996 

"Advocates for the poor fear that putting profit.making companies in charge of welfare 
will cruelly twist the incentives from assisting the poor to making money." 

Washington Post, March 7, 1997 

"Some analysts also express misgivings about the wisdom of turning welfare programs 
over to private contral:tors to wring savings through efficiencies.... "It's not like 
garbage collection," says Judy Gueron, president of New York-based Manpower 
Demonstration Research Corp., a leading a private authority on welfare. "Welfare 
administrators already know how to save money." 

Wall Street Journal, March 19, 1997 
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• 
WHO'S OPPOSED TO THIS IDEA? 

THE AGENCIES: 

Untested: 
According to the White House draft document, "both Departments (HHS and USDA) 
have concerns about statewide initiatives that have not been proven to be effective and 
may seriously affect program access to low-income households ..... the Department of 
Agriculture further believes it would be imprudent to eliminate the interview by merit 
employees on a statewide basis without further testing." 

Client Confidentiality: 
" .... the Departments continue to have concerns that wide-scale privatization and 
potential loss of merit system protections may undermine the client confidentiality. 
Merit Personnel systems have historically established incentives for maintaining the 
integrity of public assistance programs." 

Conflict of Interest: 
" .... private employees hired to carry out the TIES system may be affected negatively if 
the contractor does not realize a profit. The profit incentive raises numerous questions 
regarding the effect such wide-scale privatization would have on .... overall client 
services. . ... While the State of Texas retains the authority to establish program policy 
decisions, the State may come under heavy influence by the contractor to approve 
policies that assist the contractor in containing costs, possibly at the expense of client 
services." 

Creating Complexity: 
" .... the Departments continue to have serious concerns about the increased complexity 
of the certification process under a Statewide privatization initiative and whether any 
resulting barriers to participation would be created as a result of these split 
relationships (for quality control reviews and fair hearings.)" 

Potential Litigation: 
" .... The Departments have concerns that the contractor may have more interest in cost 
savings and less interest in resulting Quality Control liabilities. Should a contractor 
experience a financial loss due to a QC liability, the potential for litigation between 
the State and contractor would appear to be great ...•. The Departments have concerns 
about how these potential conflicts would affect the ongoing operations of the Food 
Stamp and Medicaid Programs throughout the State." 

STATE LEADERS: 

Only two Republican Governors have asked for the ability to conduct such 
privatization. On the contrary, Democratic legislators in states such as New York 
have introduced legislation specifying that they would forbid such contracting. 



, 
HORROR STORIES 

PROTECTING FEDERAL FUNDS: 

It is impossible to imagine that a state could set contracting procedures tightly enough 
that the federal government would feel confident its funding is not in jeopardy if 
private companies experience cost over·runs or problems. 

PROTECTING BENEFICIARIES: 

It is also impossible to imagine that states could set due process and appeals procedures 
strongly enough that recipients would be protected from private companies with 
financial incentives to reduce caseloads. 

THEIR TRACK RECORD SO FAR: 

The appendix has articles outlining the experiences states have already had with the 
particular companies hoping to bid in Texas as well as horror stories from other 
contractors of social services. They include: 

o Conflict of interest 
o Bid.rigging, political patronage 
o Cost over·runs 
o Poor performance and cancelled contracts 
o . Revolving door: ethics charges 
o Excessive executive compensation 

"There's some easy money if the states aren't careful," said Robert Tyre, head of the 
government contracts division of Andersen Consulting, a $4.2 billion sister company of 
Arthur Anderson, the accounting firm . 

. Dallas Morning News, September 15, 1996 

"As an aid to Gov. George W. Bush, Dan Shelley. who is now a lobbyist for 
Lockheed·Martin .. played a key role in changing legislation that resulted in a sweeping 
proposal by the company to privatize the state's welfare system, Democratic lawmakers 
revealed Monday. "The perception is very, very bad. That's why I have said the 
process is tainted .. because it is," state Representative Garnet Coleman (D·Houston) 
said." 

Houston Chronicle, March 17, 1997 

"This complaint (of possible ethics violations) raises complex and serious allegations," 
said Travis County Attorney Ken Oden. "The stakes are very high in this competition 
to receive enormous government contracts. The concern expressed in the complaint is 
that the public interest be protected in this process. That is a valid concern." 

Houston Chronicle, October 9, 1996 
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INTEGRITY OF MEDICAID AND 
FOOD STAMP PROGRAMS AT RISK 

• Texas has asked the U.S. Departments of Health and Human Services and Agriculture 
to allow the state to turn over the administration of their entire Medicaid and Food 
Stamp programs to private bidders. If Texas is allowed to do so, other states may surely 
follow suit. 

• Federal law requires that the Medicaid and Food Stamp programs be administered by 
agencies with personnel systems based on merit. This requirement was unchanged by the 
Personal Respo.nsibility and Work Opportunity Reconciliation Act of 1996. 

Why This Is Sound Policy Which Should Be Upheld: 

• Profit-Seeking Companies Should Not Decide Eligibility: Private companies accountable 
to their shareholders and not the public or the poor should not exercise any discretionary 
functions, such as determining eligibility for the Food Stamp and Medicaid programs. 
Publicly-funded benefits programs deserve public accountability. 

• Federal Government's Financial Exposure: Because the Food Stamp program is 100% 
federally funded and the federal government matches at least 50% of administrative costs in 
the Medicaid program, the federal government would be forced to share in any financial 
exposure the states incur due to contractor cost over-runs or mismanagement. 

• Patronage, Fraud and Corruption: Scandals have already arisen where states and local 
governments have contracted out other welfare programs. The reason merit-based standards 
were required in the first place was to protect against patronage, fraud and corruption_ 

• Billions of Federal Dollars at Stake: The Medicaid and Food Stamp programs dwarf the 
Temporary Assistance for Needy Families program in terms of sheer volume of dollars that 
would be turned over to the private sector. Medicaid is by far the largest source of federal aid 
to state and local governments. Vendors who may be able to offer something to states on the 
welfare side are likely to be ill-equipped to handle the complexity and magnitude of the 
Medicaid progTllnl. 

• Timing is Wrong: Now is not the time for major changes to the Medicaid program. States 
are already overwhelmed with the overhaul of their welfare programs and the Medicaid 
program is going through vast changes with the onset of managed care. Adding another 
element of uncertainty now will only threaten the integrity of these programs even more. 

• Client Privacy and Confidentiality Issues: Privacy and confidentiality for recipients would 
be compromised if private companies are given access to detailed, private information about 
poor people who are dependent on government services. 



CONTRACTING ABUSES WITH SOCIAL SERVICES 

MAXIMUS: 

EDS: 

In West Virginia, Kenneth Roberts, a former project director at the statc's 
Department of Health and Human Services, was recently jailed for his illegal 
activity surrounding a Maximus contract. Overseeing development of a child 
welfare computer system, a project Maximus was bidding on, he was indicted for 
his scheme of providing Maximus with information in exchange for money. He 
was to be paid $5,000 monthly by Maximus in exchange for information, receive 
525,000 bonuses from Maximus for contracts, and ultimately be eligible for a 
5100,000 salaried position when Maximus got the eontract. Roberts pled guilty in 
November 1995 and sentenced to jail. 

In Arizona in 1993, Maximus's errors in entering information into the state's 
computer system led to wrongful withholding of tax refunds from citizens who did 
not owe child support payments. The state had to return $250,000 of the 55 
million it had collected in overdue child support payntents. 

Nebraska's legislature terminated the state's contract with Maximus to identify 
sources of federal funds for the state, a contract supported by Governor Nelson. 
Ultimately, legislation was passed voiding the contract, and the Governor signed 
it, amid much protest over Maximus's excessive fees. 

In Florida, EDS's automated system to integrate all welfare services in 1989 became 
the cause of a long-running legal suit. The state refused to pay EDS because they 
believed they had received a plagued and insufficient system that resulted in the 
system perpetually crashing and not performing, Ultimately William Webster, 
former FBI and CIA director, was appointed as a special master to resolve the 
problem and EDS was paid by the state, but state officials filed suit banning EDS 
from doing business in Florida. 

LOCKHEED/IMS: 

Currently in Texas, Governor Bush's ex-aide is facing charges of ethics violations 
for the role he played in getting legislation that would allow privatization of the 
welfare system and then becoming a lobbyist for Lockheed-Martin/IMS. Travis 
County District Attorneys say the "revolving door" charges raise "complex and 
serious allegations, .. (that) deserve and will receive deliberative analysis." 

In New Jersey, an ethics panel reviewed conflict of interest charges agains~ a 
prominent IMS lobbyist who also served as a Delaware Port Authonty 
Commnissioner during !MS' bid to run the electronic toUs for the New Jersey 
Turnpike Authority. 



In Los Angeles, the City Council investigated conflict of interest charges, gifts to 
Parking Administrators, and campaign contributions from IMS during their effort 
to get a parking collections contract in 1991. 

UNISYS: 

Has admitted to bribery and fraud, paying $190 million in fines for federal 
procurement violations. 

ANDERSEN CONSULTING: 

In Nebraska. Andersen has three separate welfare contracts in the state for over $50 
million. Currently, payments to Andersen have been halted by the State Auditor 
who, in conjunction with the State Treasurer, have found the N·Focus project to 
be significantly over budget. The State Treasurer has also said that the Social 
Services Department violated procedures by allowing a $1.4 million payment to 
Andersen to be approved by non·state employees. 

In Canada, the New Brunswick government just cancelled its $44 million contract 
with Andersen to administer eligibility of its welfare system, citing cost·over runs 
and poor performance. 

In Virginia, Fairfax County hired Andersen in 1995 to redesign Human Service 
programs for an original contract of $2.2 million, which was criticized in the 
Washington Post after it ballooned to $5.6 million and their consultants were paid 
$170,000 a year, far more than any county employee made. 

In the United Kingdom, Andersen was forced to compensate the United 
Kingdom's Department of Social Security for failing to meet their agreed.upon 
time table. 

NEW YORK; 

The FBI and U.S. Attorney General investigated allegations of bid rigging for a 
social services contract in New York City last year. The contracts, worth $43 
million were canceled after a news story alleged city officials broke municipal 
biddin~ rules in awarding contracts to a politically well-connected non.profit 
agency that provides home care for the elderly and other social services. 
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Fmnily SIIpJH111 OpuQ1jons awarikd IMS a S26.6 million. ftve-yem contracll0 lZSsisI in finding 
deadbuzJ parmzs. in 1994. IMS began collecting delilllJuenl child SIlpport .in Utah and automating 
child welfare prOgrll1nS ill Corrnecticut. 

RevolviD: Door - Hiring Govel'lllDeDt 
Employees 

Lockheed Martin IMS bas hired IIIIJI)' 

former aovamn=t officials ad employees 
with azmsive ecnwc:cIiOllS 10 their fwwcr 
IOIJo;""mt employas. abbmJlb acc:cmfiDg to 
l.oc:lct.eed IMS, tbeir rm.ed Clhical I'ndvds . 
JII'Dbibit employees &am doiDa business with a·' : ... 
foal"'" employer. l«kh-d Martin IMS' 

Justice Services division, is the fanner District 
AUomey or Denver, Colorado. In June 1995, 
IMS appointed former Miami Beach City 
MaDap Roger Carlton to be VICe Prcsiclcnt for 
BusiDess Development and Marlceting for the 
c:ompIIIf'i MUDicipa1 Scrvic:cs division. 

CoDtract Awards 

Lut Nowmbc:r. en CIhic:s pmel in New 
.Jmey-.m • review of' a pcIICI1tia1 conflict of' 
iDlacst facing • pmmjnc:nt JMS 1obbyist. JIIJJeS 
Wrin"'CiD. wile a1so ICI'WIS as. Dclawm Pan 
Agthority ('ommiaicmc:r. C'mnmcm CaIIIC 
IeCpIeIIIICI the CIbic:s aeview afb:r Weinaeb. 
lepi I led IMS tIInJuBbout • bidding pi'II [I r 

tD dell:imiDe wbat aae=Y ~ IIID tile 
elecawic tDDs for tile New Jelley Tumpilce 
Agtharity •. If it wins tile CiGiiIIac&. IMS cou1d 
cvemuaDy be "'ina wbti • ccmsonium of' 
biPwaY AlP cit· in tile New Jelley __ 'Ibe 
Dc:Jawaae Part Audlililty OJiUiULS tile 1011 
brictps 0" ,jp'l SoaIb Jelley ad 1bc 
Phfl.delpbia.... "'cin"·Ii m,jnrejns die 
JW.iIIy or die altN,,' iF em. bat 1be eIbics 

1* ...... ad CEO. Jolm Bropby. is tile former 
·,ni ... uc:aw of tile DiIIric:t of' Columbia's 
. D j 1DiCiitaf"T1 ...... 1IItiw. III tile 1970s.. 
was die DiIIriI::t's fiIIt puma actmini"ntar. 
Biuphy m."'Jed 1be city'I panna i)iIIidI, 

dw'cina tile meter coDectiClla r POd 
• 1'1. JM 
"'CIC~ ~boot .,_ 10 IIIi1 peop1e with 
... Cia] 1IIJiiid ti ..... Be left po"" .... ill 
1,.1 lID f'OIIIId Bropby I: AI., i'b. eo 1IdIaD 
DE ., ) II1iaa """I&Aiicm c:onsgJt:jq finD. 
La ..... -' .-~ 10'. ill __ ... 1IIiI6iI ......... ~ UIIl 0;;'ij4", 1914 ad 
.DJIIb:1W1S "meL! to bis emi_ P""flnn ill 
1,... lIopb)' is a finD IIeIiMr ill biriDa 
fwU&l .... 0"'1''''' ofticiek, ID __ wbicb 
.... Ilia c6icaJ qnesrims ·far .. iv. 
-'~D·. ~~~. __ 1~ 
-.;ill Hi).... maamc GIl ,......... CCIIIIIKIL 

Blophy's phllClSl1phy IllS II hill CIIIe of'IMS' 
... -. PDd 1bae ere IIIIIIY a-public 
aflicieh It lMS. . 

fllDllllr 11.s. Caqz • NaaoaII 
111ft tile Houle of' P J r II.. ill 

0' I: CI 1995 1D tic C fl. .mar Yiae praidmt 
PDd DWDIR dinIc:Iar of'IMS' TIWDIJ' IlIltiw 
S),' F II1II ServiI:es divisiaD. &IIi PlDo&. 
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ANDERSEN CONSULTING 
Company Profile 

Andersen Consulting is a management and technology consulting firm with a global 
scope. The firm, which employs approximately 40,000 people, is the sister company of 
accounting giant Artllur Andersen. The consulting firm's self-proclaimed mission is "to help 
its clients cllange to be more successfuL" Last year, Andersen ranked number one in the 
Consultants News list oft/Ie forty top consulting firms. The magazine touted Andersen as tile 
model for firms trying to offer one-stop, complete consulting services. Although Andersen 
has been praised by many, it has not escaped criticism. A recent article in The Economist 

. cited analysts wllo "believe tile cinitpany lacks the creativity to develop new ideas." Tile 
article characterized Andersen as the "McDonald's of the consultancy business" and referred 
to its employees as ''Andersen androids. " 

The consulting unit has been in business since the 1950s and split from Arthur 
Andersen in 1989. Since then, Andersen Consulting's revenues have nearly quadrupled. 
Managing Partner George Shaheen has been running the firm since it became independent, 
and predicts tllat revenues will double again, to $8 billion, by tile year 2000. Tile firm reported 
record annual revenues of $4.2 billion in 1995, a 22 percent increase from 1994. Tile growth 
was fueled by particularly strong performances in its communications (up 57 percent) and 
industrial products (up 53 percent) divisions. 

Government Contracting 

In 1995, Andersen Consulting'S 
government practice division increased its 
revenue by 17 percent to $396 million. The 
division grew 31 percent in two years, due 
primarily to a 70 percent growth in its state 
and local practice within the United States. 
Andersen's government consulting unit in the 
Americas is managed by Douglas Ryckman. 
The bulk of Andersen's public sector 
engagements area are in six areas: human 
services, treasury and resource management, 
postal services, defense, revenue collection, 
and justice and public safety. 

Andersen Consulting has been 
particularly active in welfare reorganization 
here in the United States. The firm has 
contracts with at least 14 states to facilitate 
child support enforcement and redesign 
management of child welfare programs. The 
firm has, according to an article in 
Washington Technology, "a presence in just 
about every state capital." In Texas, 

Andersen administers the child welfare system 
and also designed a new program called Child 
and Adult Protection System (CAPS). In 
early 1996, Andersen won a four-year, $35 
million contract to customize CAPS and 
implement the system in New York. The 
firm is consulting on welfare issues in 
California, New Hampshire, Ohio, Indiana, 
Arizona, Wyoming, and Tennessee, among 
others. Andersen has even developed an 
interactive Welfare Fraud CD-ROM, which 
suggests solutions for governments facing 
fraud problems. 

Last year, Andersen surveyed 151 state 
government human services leaders from 49 
states to get a sense of how prepared the states 
are to implement the new federal law 
requiring major changes in the welfare system. 
Four out of ten indicated that their staffs are 
not ready for welfare reform changes for a 
variety of reasons, ranging from inefficient 
infrastructures to inadequate staff training. 
Thirty percent of the participants are 
considering hiring private firms to provide 



some services, and tel' "'ercent are already 
piloting such programs ndersen presented 
the results of this surv, n September, and 
indicated that they were Jised and ready to 
fill the changing neeas of these human 
services leaders. Last fall, the United States 
Social Security Administration awarded 
Andersen a five-year contract to assist with 
the implementation of the new Integrated 
Human Resettrces System,· 

Andersen is also working with several 
foreign governments on sociatr ~t;':Vice 
projects. The Spanish Ministry of Labor and 
Social Security hired Andersen to develop a 
smart card program that would distribute 
benefits and information through a computer 
kiosk. In addition, Andersen has been 
working with the United Kingdom's 
Department of Social Security since 1982, 
consulting on improving the efficiency of 
welfare and benefits payments. 

Contract Problems 

Andersen's preeminence in the 
consulting world is not without problems. 
The firm is at the heart of a recent controversy 
among state officials in Nebraska. Andersen 
has three separate welfare contracts with the 
state, for a total of over $50 million. In 
November, State Auditor John Breslow and 
~tate. Treasurer Dave He.ineman spoke out 
against the Department of Social Services and 
its dealings with Andersen. Breslow claims 
that the N-Focus project, the major component 
of the contracts, was considerably over 
budget. Heineman then withheld his signature 
from payments to Andersen, claiming the 
Social Services Department violated 
procedures by allowing a nonstate employee 
to approve a $1.4 million payment to 
Andersen. Department of Social Services 
Director Don Leuenberger has denied the 
allegations and defended his agency's 
agreement with Andersen. As of mid-January 

1997, payments to Andersen have been halted 
and the dispute continues. 

Andersen also played a central role in 
a recent conflict between government officials 
in Virginia's Fairfax County. In August 
1995, the state hired Andersen to work on the 
Human Services Redesign project. The 
original contract, which was for $2.2 million, 
has been amended a dozen times and swelled 
to $5.6 million. The additional contract costs 
stem from the county's failure to provide 
necessary staff, l\.t which point 
they were forced to tum to Andersen for extra 
services. The county has also purchased about 
$2 million in computers and software from 
Andersen. According to an article in the 
Washington Post, one of Andersen's 
consultants cost the county over $170,000 a 
year, more than any Fairfax County employee 
earned. When Fairfax County supervisors 
learned that these overruns had been 
sanctioned without their approval, they 
criticized County Executive William 
Leidinger and ordered an audit. The fallout 
from this conflict fell primarily on Leidinger's 
shoulders. 

Nebraska and Fairfax represent two of 
the most recent allegations involving 
Andersen ConSUlting. Arulersen was forced to 
compensate the United Kingdom's 
Department of Social Security in May 1996 
after failing to follow the agreed-upon 
timetable. In early 1995, engineering 
company UOP filed a $100 million lawsuit 
against Andersen, citing "fraud, ineptitude, 
and gross negligence." In April 1996, 
Andersen filed a countersuit, claiming that 
VOP had a vendetta against Andersen. 
Lastly, questions arose involving dealings 
between Andersen lobbyists and California 
Highway Patrol officials after Andersen was 
avvarded a multimillion-dollar contract in 
1992. 
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S INC. 
Cnmpw Prome 

MazimJJs is CI priwzz~ JIIIZIIIlIDIII!II! and kChnica1 consulzing comptmy sp~ci.alizing in IuImI1n 
service delivery based in McLeJzn. Vi1Jinia. Mtrdmus Iuz.s contracted wiIh stIltes throughDlI1 W 
country on public~. hetzIth CIII'e. child support. and job trtlining proj~ClS. It also provides 
jinJpu:ial1l1lll1yJis and develops ct11npIIIer sf1jrwtzre. MaxinuLs hils had COiltltlClS with W following 
SlIItes: CaIijomia. ConneaiCllt. Disrricr of Colllmbill, F'lori4 Kenzucky. Louisiana. Maine. 
Missouri. MtmIIInIl. New Maico. T~. Tems. I11IIl WuCDlZS'in. ]a ll1f1JlIDl maut:S IZ1'e 1I/I11'e 

than U3 mlllion and It emplDys IIJIII1T1ZimDzd 7SD.people •. 11IOII ojwhom Il1't based in regioNll 
DjJiI:a. Ni1IeIy pei cent ojw stDdc is tJWned by tM Djfii:en oj MfJZimIls. tm4 tM tIlher un pe1r:ent 
is I1WMd by theemplDyus.··- - . ..... 

Mpimns was '","de!! ill 1975 by iIs 
UiiWilJIllei4m: CEO iDd president. David V. MasIrm. 
''''''*''i''''., prior to fnnndiDI MM·iiims. 
MIIIrID aemd'u erring diream ofr ada 
far Ibe lJ.s. Depu WItii4 of !lea"''. JidnC'rian, 
ad Wclfm 1IIIde:r JI'residems Nilan ad ¥ani. 
bymDDd B. Ruddy is Ibe W:e pmidem of 
Mgjnp!S IIId F. Azdm Nemt illbe 1IaIUft:r 
ar CPO. euuem diieCIw. af·1be ,.ml)!"1')' 
jnclnde Ema G r ddiDp, Edward BDz. -ad 
Bevaly SWIIID. -c.-

AI M',i;;F1es pew dariDI 'die 1980&. 
IIfVrml CIlber fmwrr paUWtillt oftjcieJs 
joiDrd lis JIIIb. JobD A. Sva!m, wIlD .vat 
• M*' ;'""s's cbajrman tram 1911 1IIIIiJ 1994. 
warbd far JonpJd RMp" far _ 1bID 18 
years. FcImiit Calla admiaiIIra!iaD oftjciIJ 
BDl B. BemaIl was.atcmelila._e.rl.ilive vice 
pmi"rn' arM •• iiliFil. 

.• . .• 

Dai' . - It • .. . -DC ....Mp" '''''''II''azum. _ ..... -.... ---'-. . .. "YAIIU...--nu U ~ MIUIlJl)' pu"""mnger, 
1IDIIer ... amy af Ibe DepuIlJEii1 of BeaJdl 
ail Bumin Scnicrs, ad c:bief dmaic policy 
adYUor. BealsO .. HId 1tMp".iIl CI1ifamia 

IS IUs IIIIt dhecIw of IOCial wrlfIre ill Ibe 
arty IV1Os. His lies ill Califamia wrrr 
Wm""C"IMJ ill wiD& Mu hilUS's tim !ria 
wrlfIrr c:aIIII:aCt ill die 1aJr 19BOs. Las 
... -t- ,,_. . • . 
1tDrw= """""3 • '''Eh'j'DIJ ID pUVata:e 111 
iiIISSMwurlr:f&ze piGgiaw (CIlIed GAIN) wrre 
~..-... •. - - ..... eial. ~ sc:noas opposmnn UUIII ....... UW' ___ • 

SYI!m aIiped "i! I r!f wiIh IIIVrtal 014 frieDds. 
dIeD Las Avples Calmly IUPChisor Pel: 
Scbtbmlm al fmmrr·1IIif wrlfIrr oftjciIJ 

David SwaIp,iD • pI H M dian 10 push Ibe 
Mm ... ". CCIIII:raCt 1brcIaIh Ibe I)'IIfIJl. 

~.aiWiUd AwiJ"",pMIty Problems" . 
)Ie .'eHs" CcIIItncIs 

Pnlblmm; ailiD& tram camracIS wiIh 
Mujmns Db....... die JIIIed far iDc:rrased 
&i1lliDy ID CGiiiiC pel 'ii' em • ceDi II "ability of 
pIblic faDds aDd lOVe ""en! mDrcricm of 
lUlpiyer frmds P--m Fe hj*_ ill West 
Vi .. N I sb M' . . ........ ---JrpIIII, 'VEl .... "IpJl1 .... "'MUla 

O"e''';'1 MelbioiS CGDIrICII clc:m'D'DIIt: 
ICIIIIe at tile pi'&JJs of p"'i"a IOCial aervices 
1Iji'1ui bid. • 



EemY"h Robens, a fQU1ief project 
din:cror at West VirJiDia's Depanment of 
Health aDd Human Services, was r=mIy 
jailed for his i1Iegal ICDvity lUlU lilildiug a 
camract w.bbMuimns• A! project ctir=:Ior in 
1~. Robens oversaw tile development of a 
c:biJd wt=Ifm CdUIJILdI:i i)1Itiii1, a project far 
wJUch M-zjmns was biddma. His jnCIiI "'em 
ill Sap' Itte af 1995 denDrA a schew ill 
whidl !Ie wauld provide Mgimgs wiIb _iii 8"W'icm lid be paid IS,OOO mnntNy by . 
Me, b'Ii's ill cychmp far piujec£ iu£>" srioD., 
leceive 525,000 be"",· fram MnimnF far' 
e"' leas. ad uJlj" '!ely be eli_Ie -far .. &. . 
$100,000 alIried posiri"ll wIII:D Mao'iilin, 
CIlM ·,m It. cbDd weIfm &i ii&zs U1iIiiCL III 
No; d =1 of 1995. ltdIens pm,,", pfIIy 1D -= frwgd. _ of dI= incI! em's cleWiD 
c 81', ill e' I"., far di'n'-"eJ at 1be GIber 
5 •• Fils 011 Fcb&aary 6. I,., _ .. 
• I .., lD·ave filar. "P' ill priIaD 
fnD, wed byfalrDlfEndBS ofJaame fj'p'em 
ad wdeaed 1DpI)' a SS.GOD til&. 'nIere is lID 

~ 1bal ~ Qiwiwl c:bat"" .. biuqbt 
e ... u* e "V, 

Arfmm 

¥If'-""'1bat Me, i""" JIIIde mars -0...... .... . . _ . 
WIIoI5 e&liLliiIC DRU, "nm .., 115 .... I 
09111' .,IIIIL TbI= mjmtrs 1'SP"'d irl ~ 
Wi .'oJ wimbn1dq of III ic:fu&ds fnID 

" i . • wIlD did .. owe c:bDd wppcat 
P*i'" IF "l1I: IIIIt lad 1D IIIIIIm S25D.GOD of 
. tIIe SS mDJiClll it lad coDrmd ill OIiudue 

. pal "e'" 5 

Ne',," sIR 

JI_'iJJ~ 1Umi-71 
Mee;'",,, 

MI..Tjznps was hired by Gavcmar Nelson in 
August of 1994 to idemify sources of federal 
f!md in: far 1he m=. The origiIlal c:omratt 
allow=d Marimlls to claim 12.5$ of all funds 
it idemjfi='. In FebnWy of 1995, stare 

S .... ator Emie Chambers imrodw:ed a bill to 
void 1be COD!l3Cl, ~ 1be camingeDcy 
fee ~ Afr1:r much clebale, 1be bill 
was ev=ua1Iy passed aDd Iiped by tile 
PCiAIf iIlluDe of 1995. Omnben aDd DIh=r 
lelis1ptnrS mnrjm ... to crizici= l1li: policy aDd 
banc!'irre of rnzm"tmt CGD1DCIS. DariD& this 

. 1liiie 'Iim=, In Omaha teJm "~,'a JIIIDI:d Mall 
...• uk -1iCI1Jbt III DU'l nrdm to b1act Jiljia:&41D 

M" in'tt', c:l'iminl 'dIIt 1be caDIDCl was 
Ii" h el' ;""icme'- Ids e!fans faDed ill _ IIIIe , 

. 
0fIiciaIs ad JawmUm ill WlSiaippi 

...... m,,"'" u'i"" ~ __ GoYer:uar 
Eirt FanIiI:e aDd dim DepazCliiiiiil1 or Bpaltb 
ad Bpnpn Services DhCClDl Olea l'IIiWps 
de . ......, IDClGi4tawilhMe,biiib III April of 
19M. NIZimns was ,.""." 10 imr1emrrnt • 
cIdId .' J,an m1Jecrim pDat jliOjiaD DlIWD u-" 'DIe OJilhpJ WidJact "'IwW faIds 
1D .. dI= 0jiCI1diaD IillEiwide, wiIb a 517 
mIDjan jIii)iiEiIl far Me , i"'''''' first 16 m li.n iF 

of wcuk ad IbaI a paw",., of an 
m1!ec:rjans 111 ADJPI' or 1995. Jawmakm 
P' '. ldD ljmh;hl1be wutlact ""1be twO 
ariIiM' ,,",,,,a Fwdice WIDId tile bilL 
1daIi&1y c1eff'*·jtC biI c:bDic:e II) bile • privIII= 
&1m alii de;",;', 1bIl y., I",,,, caa1d do • 
beau' jcb II1II_ WOlkel' 'DIe 1eplnnre 
...... ade _ WID ad); "p&d upcaamiew ar 
Ve.' .. ",,'. ",'id"". After o""h",;'. *" Ip .., die IPdD& of 1995. by fiDIDy 
"' t 1 • CUilijiicauile em. bD1 wbicb 'in'i'" 
die . .-.l ~Uih paid ID Me, h"", 1D $4.8 
mIDjm 

• I'abIic PaIicJ De,'1 'n' • 



ELECTRONIC DATA SYSTEMS 

Elet:trYmic 1JauI Systems (EDS) WAS jaunI:Id III 1962 by Te.mt billionair'e tmd one-time 
praidentia/ t:tmIeIIIJer RDss 1'mJt. Perot sold the ~ to die ~ Moton Corporation (GM) 
ill 19/U. EDS IJ1IIII-CTff from GM In Aprl1 of 1996 IIIIIi 1IDW opertlla indepmdently. At:t::ording to 
prr1IIIDIitmtll i1frmruztion. * ~6 busine.a is based em "'helping t:II6ID1rIen iIIrprrIvr their Inuinur 
~ tIrough *1IJ1I1lit:tztit oflnlsinas technology. '! £DS emp/Dys III/Jn tJuzn 95.000 people 
tIIIIllllllitflllbts brand_In 200 t:IIiI!.J IIt:IWS the lJniIed SIllIeS m.tJ In 30.fi»'eigrl CDII1II7"ia. 1111995. * 
W»h)JOH)I'6 ~ tDpped 112 bUlitm. •. · '._ '" _ _ . _. . _ 

EDS 1m amtIl1CIS with rIItIIO' IIIIjllrlndlJ.rtrla. with t:liena r'fIIrgIngfrom 6INIl11N1b. to * 
1aid'6lJzf'gutCUiJAAtIIitMs _pia lUiUA Sttme DjEDS' biggut .. tmd IDt:GI grms 1»IWIt t:lient6 
1ft JIio:higam~ Depu;1JiWIt II/NtIlIIrtI1 JIaourI:u. CDltfamia's htuJlth t:Ift ~ ~'.r.BtlreGu 
If/Ptribrg EJjrR. ::mt. _1As.fJrgela CoImly's DepurtmaHt If/Sot:iIIl Se,. bes 111* fint IJIIIl'W . 
If/1996,EDSwrrCDilllI1ClSwith Uissj"Dir.rDtvi6itmDjMrica'd. Oz1Ifomiiz'6Iiqxznmmtlf/SDcItIl . 
Se". ~ia: 'J'dlm'd y 4=ZIt.lrfDnnation ~ 111 crMttiotJ, EDS QJ lintly holIb 
,.. ,., wJ ·"dt=nfd t:G1ftI11CIS In 1Ir4iIINl. Trmr. Eentrd;y. Bhotk bltmd. Fueor&rIn. fIIII1 Y'gpritL 

AI!I .r .. ,.,;,., or EDS wau1d lie 
iD&: FIJI_ wiIhoat teUiD& * 1IJe of RIllS 
Paat, wIlD 1IIrIIId* OMiq.Ftywilb SI,ooo IIIIl 
IDId It 1D OM far S2.5 bDIiCIII 22 YIIII .... 
Perot IIaiIl EDS pimIriIy duOiilb tile 
acquiIitiaD of Imp pu ""ent CCGILUCII, 
parIayiDa * fees be c:IIIIJed iaID IIIIICII of'bis 
cwaCill waJIh. EDS' opcnIiaas. ... willi 
1bDIe ofPaat 8) ...... bad belli iIn-riprd 
by CoIIpIS ad -"'bed by tile Qcma1 
.Aie _"'tin. 0fIice (GAO). '!be nsuIIs of'dIeIe 
pIIIIa, wbic:b IDCIk pIaIz priar1D OM emnnin& onp_ 01lIII01 of EDS ill 1911, i=ludIId 
tDeprimn of 1IIdiIir hiMina pncti .... 
Aw', Idem. ambi1w4 leas, II1II CGIIIIUS crJaIS. 

EWII * Jim In em, orPe:rars fjemnns MediI:Ire" 
claim CEM i 'V ....... wbic:b made bim 
.IDicms iDd IIIIdc a __ far ED$, CIIIIC ia1D 
tp""riaa P'a'cI1'I..... '"' of' EDS VIa .'''int rJ by tile media marc 1m illy dIIriDa 
Ids faDed pi I idCllli,1 bid ill 1992-.. 

1bi: ale of* CAliiqMny1D OM;·ad 
Perot's "J IIIiIIII reIiDqaIIbiDa of CGIIIIDl, 
111ft _ wiIhoat IIrifi:. AD CIIlirc book was 
W'iaeo.lIJ 'JrlhrN.DtI!" ... ,:.Ra&rP.ot 
V_ GAel. MJIII/I'6 by DoIaD Lcvia, 

cleseDmc * rift bctwiDCIII * two pcties. 
Lawsuits WIlle filed GIl bach IideI, ad tile 
.. &:he was far .fIam mic:ab1c. EDS bas 
opcail1lid as a spbsjdi,,), of OM, widlits OWl: 

ofIi G 'DIe 01" leD)' II: illy em"" cd. 
__ baad of diICetu&s ill coqj1IDCIiaD willi ill 
apiD-aff' from OM. '!be paup is t drd by 
EDS a..;m.... Les AJberdIal ad incl"des 
1M MiM' Bulb edminjs"MUm offiri'" rllll BIbr 



The FLORIDA Welfare Computer 
System 

Success Stories'! 

Two local govmunent c:onuaets, which 
IDS was at the =m=r of a long.MIIIing IDS cites as success stories, have b=en 

ccmtrove:sy Slln'Dunding the Florida On-LiDe criticized by the press. One section of £OS' 
Recipient lntesratcd DIll Access Sysrcm WorldWide Web page promotes its contraCt 
(FLORIDA). ']be lIIIe's Depal1rlient of Health with Chicago's BIII'WI of Parking Enforcement 
ad RcbabllilatiYc: Services (HRS) was II'ying 10 as a gr=at snccess, which has increased parking 
fmel an automated syaem to integra: all its fiDe collection and eased uaffic in the city. 
wc~ acrvices ad awarded the comract 10 When EDS won the $40 mDlion c:cnmact in 
IDS ill 1989. When the IyIIaII bepn 1990, it was the cumpany's first puking ticket 
OpcraDon ill 1991. it was pllgued by problems. collection c:cmnct. A local news anic1c alleged 
'IlIc .. c:laimcd tbat EDS had insralled a that po1iDcaJ ccmnec:DODS played a significant 
flawed ad iIlsnfticicm program aDd IDS - -IDle in EDS oblailling tile COIIIZICL EDS dc:uied 
claimed that 11= SIC's cuelold bad iDcreuc:d -h .. -kc:bvps __ . 
-~ die 5,)i1eiU'I.-s upoD CIIJIICity. A 
... "",w!, widl cacillidc blamm,tiIe GIber 
far lema .ar.re Jiaes, Q4IIij-ilH cruhes. 
p r 'i~ CIIIIZ5. ad problematic distributiozL 
11Ic ... m'l.ed 1ID pay EDS far .mea it 
fDaad I!DI ~ =! '*hle. 

;:-
Ala' eft dcbm ad lep1 Wft!!IJ6nI 

baIb pacies qreed 1ID allow alp"'Cia1111U1tr 10 
bear die cue. WiIliIIDWc., MUWt FBI 
ad CIA diree&ur. 'WIS appoimed lD 1995, 
Wet.lcrnalecl tbat 1be II1II: IIIlISt JIIY EDS $50 
mDlilllL Soaa after. Florida All! i jiG)' General 
Bob Bu" wwlb filed. lawsuit. -'CO EDS 
or civil1ld. aM iii WU1111 a11epd that EDS 
oriPaUy IDIde • desisn cnvr in fl.OlUD .... 
dial CO\ucd lip the miaalcr YIiIb a lie ad 
hi"""", HRS for Ibe "",npjlm iiIilureL He 
dam.! Ibm COInpaii) offJCil1s De¥a' disc!: IIIf 

die fact Ibm die problems wbic:b ....... 1be 
PLORJDA .yiUW 10 ClUb M:re mer:Mne.. 

. reIaed ntbcr tbm • nsuh of Im'.II.'1y ..., 
cue loads. In De Imber or 1995 •• JudIe 
diminec! Florida's suit alCIDI YIiIb iss nqual 
dial EDS lie Nm cd fram doin& "'"- 7 r in 
florida. 

• 

III tile carty 199Os, EDS desiprd ad imp'''''''''''''' 811 Alllnml'cd F"maCiJi1iD1 Jmqe 
Rqiwting ad Mau:b (APIRM) syIIUII far Los 
Aqeles Co1mty. 'Ibe IjIIaII is inftmdrcl 10 
catch ~ ncipieuts who are " h)4inl to 
collect 'lWice on tbeir GcDaaI bnet One 
mticm or EDS' WorldWide Web JIIF 1DJJII 
AFIRM as • ~ laboHffic:ient 
.yllcm. WbaJ San Fracilco bcpn Iootin& 
iu10 adapziDa a .;mDIP I)'IIaII. a local 
DnIJAPilCartic1e elajmrd itWlSjllltCi -
to iaaaJJ ID «Ii "'ift COIDpIJIIr" ji whale 
aaly cfLca WDIIld be 10 drift people otr 
Om"1 Rdief ad build a denhap or poor 
JIIIIIJIIe's finaaJilinls. 'Ibe Los ADF'a i)rem 
faond fwclblil aae in 100 applic:lms dauble
dippinc in Los Anples Comity. Wdb IIIc:b a 
--~ or fraud. EDS is -die real 
hrneficimy or AFIRM. . TIICIe two c,.,aijates 
point 10. dispcity belw ... bow EDS pc;aceivu 
iss WIldt ad bow it is IliCdWld by 1be pub=' 

• .1 ... 19K . 
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Contrac:1 Costs 

America Works has bec:n criticiml 
far CODttICt costs. Although the =npaay 
dams Ibat it chilies 0D!y for permanent job 
pJ"> i'" FilS. it ,C""Uy profits in two-ways 
reprdIess of the pl.,eneent auDIO> mr. T~ 
1IDrds of ill m=mc c:t'II!!t:S from the comract 
pay'" "', which aYCraPS arDIIDd 15,000 per 
ctiem aDd is paid in SlIps duriDg the 1rIiDiDi 
ad pl. -me« plUQiSS. '!be otb=r 1biriS 
OilieS fluID 1II:panicm afthe cljms' waps 

. ft!!Pjrn1 by AmI:I:ica Wmb =q ~ tbreC .-
1D friar ....... "'IJ·1ria1 pc=riad.. DIIliDI this tim=, 
tile cmpm,er JIIi5 Amela Wmb 56.00 -
59.00 per lIDar ad it in 111m JIIi5 the miNt 
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Bush's ex-aide now lobbyist for firm in bid to run welfare 

By POLLY ROSS HUGHES 
Copyright 1997 Houston Chronicle Austin Bureau 

AUSTIN -- As an aide to Gov. George W. Bush, Dan Shelley --who is now a lobbyist for 
Lockheed-Martin -- played a key role in changing legislation that resulted in a sweeping proposal by the 
company to privatize the state's welfare system, Democratic lawmakers revealed Monday. 

Lockheed, better known for its defense contracts, is one of several technology companies hoping to land 
a $2 billion, five-year contract to create and possibly run a system to screen Texas applicants for welfare 
and other social services benefits. 

The groundbreaking project is undergoing federal scrutiny; Bush's office is expecting word by March 31 
on whether the state can start taking bids. 

Shelley protested Monday that he was only acting in behalf of the governor's welfare policy staff two 
years ago when he asked legislators to back a brief amendment to a 21 I-page welfare bill. 

The amendment sounded innocuous enough. It simply stated that the project would be done "in 
consultation and coordination with the State Council on Competitive Government." The council is made 
up of the governor, lieutenant governor, speaker of the house, comptroller of the currency and general 
services commissioner. 

The result, however, was that the Council on Competitive Government later allowed companies such as 
Lockheed-Martin to propose broad privatization measures that went far beyond what legislators said 
they intended. 

Shelley insisted that although he later went to work for Lockheed, he had no contact with the company 
at the time that he was pushing the amendment. He also said he knew of no private companies that were 
lobbying for the amendment at the time. 

"I think you're trying to fmd some smoking gun or you think I did something sinister, when you're 
wrong," Shelley said, 

Shelley was one of several former state officials targeted by the Texas State Employees Union in an 
ethics complaint filed with the Travis County district attorney and county attorney last fall. No action 
has been taken on that complaint, which also included other former state officials who went to work for 
Lockheed. 

"The perception is very, very bad. That's why I have said the process is tainted -- because it is," state 
Rep. Garnet Coleman, D-Houston, said Monday. 

"It's no one in this Legislature's fault that Lockheed-Martin ran into some difficulties perceptionally 
early on. That's the fault of the people they chose to hire and thaI's the fault of some things that 
occurred,"Coleman said, 

Lockheed's controversial proposal goes the farthest in privatizing the state's welfare system and could set 
the company up as the employer for thousands of displaced state workers. 

Several lawmakers say the proposal is far beyond the scope of what they had envisioned, Coleman and 
others are now seeking more legislative control over the welfare screening project known as the Texas 
Integrated Enrollment System, or TIES, 
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At least four bills aimed at limiting the role of private companies appeared by last Friday's pre-filing 
deadline. While not eliminating the participation of private companies altogether, the bills call for more 
legislative oversight and less private power. 

Rep. Glen Maxey, D-Austin, said the new bills are necessary because the amendment Shelley proposed 
had unintended consequences. 

"Since last session, that has grown into a huge privatization program the Legislature never considered, 
talked about or voted on," he said. 

TIES, billed as a one-stop shopping approach for welfare applicants, has widespread support among 
lawmakers, but the role a private company would play has become increasingly controversial. 

Companion bills in the House and Senate would limit the role of a private technology company to 
developing the technology itself and providing technical support. 

"It scales it back," said Rep. Elliot Naishtat, D-Austin, the House sponsor. "It guarantees that people 
applying for (benefits) would spend more time interacting with a real person and less time with a 
computer or kiosk." 

House Appropriations Chairman Robert Junnell, D-San Angelo, also filed a bill he said will give him 
flexibility to make changes in TIES legislation, depending upon the federal government's response. 

"Members (of the committee) are going crazy hearing from state employees afraid they're going to lose 
their jobs," said Janice Carter, chief aide to the budget-setting committee. "It's the uncertainty of the 
state employees. It came up over and over again in appropriations." 

Coleman said he hopes the philosophical objections to all-out privatization aren't lost in the upcoming 
debate. He fears that companies worried about the bottom line will not be sensitive to the needs of 
welfare applicants, 

"What you want is to make sure that whoever is providing that service is sensitive to that family's need," 
he said. 
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State workers' union seeks ethics probe of welfare bids 

By POLLY ROSS HUGHES 
Copyright 1996 Houston Chronicle Austin Bureau 

AUSTIN -- A government employees union that stands to lose thousands of jobs asked prosecutors 
Wednesday to investigate possible ethics violations by six former state officials who could profit from a 
contract to privatize welfare. 

The Texas State Employees Union sent identical complaints to the Travis County district attorney and 
county attorney, saying a $2 billion state welfare contract has led to what might be "the greatest 
lobbying campaign in the history of Texas state government." 

"We are asking for an investigation of the growing pattern of high-ranking state officials who are leaving 
their positions and going to work for corporations who are seeking billions of dollars worth of contracts 
for privatized public services in Texas," union member Pauline Torres, an employee of the Department 
of Human Services, said at a news conference to announce the complaints. 

Travis County Attorney Ken Oden and District Attorney Ronald Earle said they will evaluate the 
allegations to determine if the state's "revolving door" law and other ethics statutes have been violated. 
Breaching the various ethics laws would be misdemeanor offenses, but no individuals named in the 
complaint are currently under criminal investigation, they said. 

"This complaint raises complex and serious allegations," said Oden. "The stakes are very high in this 
competition to receive enormous government contracts. 

"The concern expressed in the complaint is that the public interest be protected in this process. That is a 
valid concern. It deserves and will receive a deliberate analysis," Oden added. 

The complaint stirred considerable controversy inside and outside government. It names former 
employees of the governor's office, the lieutenant governor's office, the comptroller's office and the 
Texas Workforce Commission who now work for companies expected to bid on or profit from a 
five-year contract to automate and privatize Texas welfare programs. 

The revolving door provision of the Texas Government Code applies to high-ranking officials in 
regulatory agencies rather than the governor's office or lieutenant governor's office, said Karen 
Lundquist, attorney for the Texas Ethics Commission. 

Since the departure of these employees, the governor and lieutenant governor's office have instituted 
revolving door policies for their employees. 

"We think in some cases the revolving door applies," said Travis Donoho, an organizer at the union. "In 
other cases we think the conflict of interest or improper influence provisions of state law apply." 

The contract is known as TIES or the Texas Integrated Enrollment System, and union officials estimate 
it could result in the loss of 13,000 state jobs. 

An offer for bids has not been issued yet and has been delayed for several months as the federal 
government has taken a closer look at the state's plans, according to those closely involved in the 
privatization issue. The main competitors for the contract include Lockheed-Martin and IBM in 
partnership with the Texas Workforce Commission, Electronic Data Systems and Unisys Corp. in 
partnership with the Department of Human Services and Andersen Consulting on its own. 

The complaint is lodged against: 
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· Dan Shelley, a former legislative assistant to Gov. George W. Bush and now a lobbyist for 
Lockheed-MartinlInfonnation Management Services. 

· Greg Hartman, formerly the director of communications for Comptroller John Sharp who now works 
for consulting firm MGT of Arrlerica. 

· Alan Pollock, who fonnerly \Vorked in the comptroller's office and now works for MGT of America. 

· Steve Bresnen, a former special assistant to Lt. Gov. Bob Bullock and now a lobbyist for Lockheed. 

· William Grossenbacher, formerly an official of the Texas Workforce Commission and now an 
employee of Lockheed. 

· Richard Evans, a fonner Bush aide, now an assistant to Shelley at Lockheed. 

"Governor Bush and other state leaders will make their decisions on this issue based upon improving 
services and saving tax dollars, not on which lobbyist has signed up with which clients," Bush's 
spokesman Ray Sullivan said in response to the union's charges. 

A Lockheed spokesman contends that none of the fonner state officials it has hired had any involvement 
in the procurement of the billion-dollar contract to privatize welfare. 

"The union stands to lose a number of jobs as a result of this," said Lockheed spokesman Bill Miller. "I 
think it is unfortunate they have chosen to malign long-time public servants who have done nothing 
improper. There's certainly a bit of self-serving language in their statements." 

The union, however, was joined at the press conference by Public Citizenffexas, a consumer watchdog 
group founded by Ralph Nader. Spokesman Craig McDonald said the group also seeks to expose 
activities surrounding the welfare contract that might violate the public trust. 

He said the privatization of welfare raises questions about govemment jobs, the quality of service that 
will be provided and whether it will save taxpayers money or cost them more. 

"How can we know that all those implications of this project are going to be evaluated fairly if those 
who put the deal together are the ones who are going to get the most profit out of it?" he asked. "That's 
what raises the level of trust here, the breach of trust." 

Greg Hartman, who was named in the complaint, said the union's charges regarding his activities are 
false and unfair. He said he has been especially careful not to violate the revolving door policy since 
leaving the comptroller's office. 

"It's painful for them to call for this investigation based on a pile of incorrect facts and innuendo," he 
said. "I have never done any kind oflobbying on this project." 

Health and Human Services Commissioner Mike McKinney said he thinks the union's call to halt the 
procurement process while the investigation is under way "stinks to high heaven." 

McDonald of Public Citizen criticized McKinney, who is not named in the complaint, for leaving ajob 
at EDS to head the commission that oversees the Department of Human Services. That state agency is 
NOW, an EDS partner in the TIES project. 
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Not for Profit 

Welfare is a state function not heedlessly privatized 

Since the Congress passed and President Clinton signed a welfare reform bill that will replace the federal 
welfare program with state initiatives funded by block grants, a host of American companies have 
jumped into heated competitions for millions of dollars in state welfare contracts. They are being greeted 
with warm interest by government officials who will soon face fixed funding for welfare and penalties 
for not moving enough recipients into jobs within two years. 

The public should beware. 

In order to make a profit from privatized welfare programs, companies will have no choice but to get 
poor people off the dole. That is a most worthy goal. However, decisions about denying aid to a welfare 
mother should not be made based on pressures to increase profits. 

There will come no argument from this quarter that government unquestionably could do this job better 
than the private sector could. But taxpayers should be very concerned about who will pay if, under a 
private-sector contract, more children begin to go hungry and job training and other workfare programs 
fail to meet expectations. 

Millions of people could be dismissed from the rolls unprepared to feed and house themselves and their 
children, but the welfare contractors will have already pocketed the states' welfare block grants. 
Taxpayers will have given up their federal welfare funds but not their role of ensuring that children do 
not starve. 

There are many suitable places for the private sector to step in to save the government money on its 
welfare programs. There are areas in which business has a long history of success, such as accounting 
and check disbursing. The states could even enter fixed-rate contracts with firms to do job training, 
applicant screening or recruiting for employers willing to hire welfare recipients in entry-level jobs. 

Government bungling on welfare has been horrendous, and the system long has been need of 
overhauling. But we should consider carefully before farming out the welfare system wholesale to 
companies that necessarily must put profits above the taxpayers' interests and those of the poor. 
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Welfare Reform Incorporated: Social 
Policy Going Private 

States Turning Agencies Over to Business 

By Judith Havemann 
Washington Post Staff Writer 
Friday, March 7 1997; Page AO I 
The Washington Post 

As states begin remaking their welfare programs, several are turning over whole 
sections of their bureaucracies to private indusuy, a move that could eliminate tens of 
thousands of government jobs and leave some states with an unprecedented reliance on 
big business to carry out social policy. 

Texas hopes to contract out 13,000 welfare jobs now held by state employees. 
Wisconsin has handed over the administrative tasks of welfare in part of Milwaukee 
County to a Virgirtia-based company called MAXIMUS Corp. The Arizona legislature 
is considering whether to go further yet: eliminating the state welfare bureaucracy and 
turning the job of caring for the poor over to the private sector. 

For years, states have been relying on business to carry out what used to be considered 
governmeot wolk; food conglomerates manage school cafeterias and banks in many 
areas have takeo over the collection of taxes. More recently, an entire new indusuy has 
emerged to run prisons. 

What makes welfare stand out is that, rather than simply performing management 
duties, companies are in position to become decision-makers, helping to determine 
who gets what help and under what circumstances. 

For business, welfare reform is being viewed as a lucrative new field that promises to 
become a multibillion-dollar enterprise. But it is also becoming clear that, as the 
nation undergoes what could be one of the largest transfers of public sector operations 
into private hands. powerful opposition to the idea is forming. 

Among the strongest opponents of welfare privatization is organized labor, which 
believes the move could cost unions thousands of state jobs. Advocates for the poor, 
meanwhile, wony that corporations will be more interested in protecting their bottom 
lines than the interests of the needy, particularly if those two goals diverge. 

In the middle of the dispute is the White House, which must approve any broad 
privatization plans. but, according to those on both sides of the debaie, seems 
paralyzed about what to do. 

At stake is the shape of welfare reform to come as states begin the job of moving 
millions of women with children into the work force. States see privatization as a way 
to inject efficiency, up-to-the-minute technology and private sector performance into 
the backwaters of their welfare offices. They say turning over large sections of this task 
to business will save states money and provide better service to the welfare clients for 
whom they are uying to find jobs. 
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But the labor unions that represent government workers argue that states are unfairly 
taking these jobs away and being shortSighted about the dangers of reliance on big 
business. 

"This' reform' enables big business to rack up huge profits. while facilitating potential 
losses in public accountability and client confidentiality," said the American 
Federation of State, County and Municipal Employees, which represents 1.3 million 
workers nationwide. 

The privatization is particularly troublesome to unions because their members are 
already being threatened by job losses as states such as New York stan requiring 
thousands of welfare recipients to begin working for the city and state governments in 
return for their benefits. In all, more than 50,000 poor Americans are picking up uash. 
scrubbing uains and filing papers to work off their welfare and food stamp payments 
in various cities. The program is growing so fast that "workfare" laborers outnumber 
paid workers by 3 to I in some places. 

Organized labor, unable to block the expansion of the program at the local levels, has 
been pressuring Washington to pledge that welfare recipients at least be guaranteed 
the minimum wage and other protections. 

Welfare reforms' threats to organized labor come together in Washington, where 
several federal agencies are deciding what standards the federal government will 
require states to meet in contracting out welfare, food stamps and Medicaid 
administration, as well as in state workfare proposals. 

The largest and most far-reaching plan comes from Texas, where the legislature voted 
in 1995 to contract out the jobs of about 13,000 workers who determine eligibility for 
welfare, food stamps and Medicaid. Among those bidding for the contract are 
Lockheed Martin Corp., mM, Electronic Oata Systems Corp. and Andersen 
Consulting, a subsidiary of the accounting firm Arthur Andersen & Co. 

Federal agencies have been contemplating the Texas proposal since June, under beavy 
union pressure to block it by any means possible. After months of questions and 
infonnation exchanges, federal officials sent the state a curious letter in January: 

"We cannot provide a final decision on your request at this time .... The issues ... are 
being discussed at the highest level within the Oeparunent of Health and Human 
Services," the lener said. A second lener went out last Friday, warning Texas that it 
might be jeopardizing federal funds it if proceeds. 

But after informing IlliS that eacb month of delay is costing Texas taxpayers $10 
million, the state decided to move ahead without Clinton administration approval. "We 
spend half of our money [on welfare) for eligibility systems," Texas Gov. George W. 
Bush (R) said in an interview, "an amazing statistic.· He suggested that the federal 
delay might be caused, in part. by organized labor. "Public employee groups are 
nervous ... that it will set a precedent," he said. 

The state believes that by further automating its practices, it will improve the level of 
client services, and at less cost to the state. Texas expects to save 10 to 40 percent of 
the $550 million it now spends to administer these programs. By fall, the state bopes 
to have the new system up and running. . 

Organized labor has a two-track strategy to derail the privatization proposals before 
then: the national track, where the union presidents are seeking repayment of the 
investment they made in President Clinton's reelection campaign; and the state track, 
wbere they are lobbying legislatures. the public and welfare clients about the dangers 
of privatization. 
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National union presidents met with White House Chief of Staff Erskine B. Bowles, 
national economic adviser Gene Sperling and others in late January, seeking to block 
the Texas plan. Unions have also inundated federal agencies with thousands of letters 
protesting the plans . 

.. We have been raising hell in every forum we have: said Michael Gross, the 
organizing coordinator for the Texas State Employees Union, part of the 
Communications Workers of America. 

Gross said he is concerned that private companies \\ill cut the number of people 
administering welfare and replace them with computerized kiosks or other measures 
that would reduce the work force. 

Lockheed said it has no intention of replacing welfare caseworkers with computers and 
voice mail. "We have always said that this is a people business and the most important 
person in the welfare system is the front-line worker,· said Gerald Miller, senior vice 
president and managing director for Lockheed's welfare refonn services division, 
himself a fonner Michigan welfare commissioner. "We have a tearn of people who 
have run welfare programs throughout the country, we know how to run programs, 
how to help people find jobs and we have an outstanding technology partoer." 

Roben Stauffer, a vice president with EDS, said, "We are going to be using technology 
as an enabler, but blending the best of the private sector way of doing things with the 
best of the public sector." 

Even in states more labor-friendly than Texas, union campaigns against privatization 
have won only limited success in the welfare refonn bills that are moving through 
legislatures. 

New Jersey unions succeeded only in winning a one-year moratorium on privatization, 
and they failed in an effon to guarantee the minimum wage to recipients who are 
required to work off their benefits in workfare jobs. 

While federal and state governments have been contracting out work for decades, often 
over organized labor's objections, poverty advocates say new dangers are presented 
when the work to be privatized is welfare. 

Advocates for the poor fear that putting profit-making companies in charge of welfare 
will cruelly twist the incentives from assisting the poor to making money. 

·Starkly put. companies have a duty to shareholders to make the maximum profit 
possible,· said Henry A. Freedman, executive director of the Center on Social Welfare 
Policy and Law in New York. 

Other advocates fear that if a company's profits are tied to reducing the number of 
people on welfare, the firms will work to manipulate the system to keep poor women 
from signing up in the first place, force recipients into jobs lasting just long enough so 
they can collect their money; or even offer up clients to perfonn free work in exchange 
for employer "training.· The goal of welfare refonn is to make poor families 
self-sufficient. 

MAXIMUS, the Virginia finn that won the Milwaukee contract. dismisses such 
speculation. "It is insulting to the people in [state[ social services to say they are SO 

dumb that they would construct contracts that don't protect the recipients," 
communications director Kevin Geddings said. ·Clearly the incentive is to get people 
into well-paying jobs. The bottom line is tied to how well the client does." . 

(I Copyright 1997 The Washington Post Company 
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POLL FINDS LUKEWARM SUPPORT FOR PRIVATIZATION 

A recent survey of 1000 likely voters by Lake So sin Snell & Associates reveals that 
privatization of government services has only lukewarm support, with a plurality of voters 
opposing privatization of welfare programs. Opposition to privatization is concentrated 
among key core and swing Democratic constituencies, including 1996 Clinton voters, seniors, 
union households and women. 

• The immediate response to privatization is favorable, but surprisingly lukewarm. 
When asked if they support "privatization of government services," 45% of voters are 
in favor and 34% oppose. But only 22% are strongly in favor of privatization, nearly 
matched by the 19% who strongly oppose it. 

• Opposition to privatization is strongest among key Democratic core and swing 
constituencies, including seniors (39% oppose, 33% favor), Democrats (44% 
oppose, 33% favor), and Clinton voters (42% oppose, 35% favor). 

• There is a gender gap on this issue among independents and Republicans. 
Independent women are 15 points less supportive of privatization than 
independent men, and Republican women are 11 points less supportive than 
Republican men. 

• Counterintuitively, specifying welfare programs as an area to be privatized reduces 
voter support for privatization. Only 40% of voters support privatizing welfare 
programs, while 44% oppose it. Opponents of privatization feel more intensely than 
supporters: 28% strongly oppose privatization of welfare programs, while 22% 
strongly favor it. 

• Among key constituencies, specifying welfare programs moves the following 
groups to oppose privatization: union households (48% oppose, 40% favor -
this demographic includes all unions, not just government unions); women over 
the age of 45 (47% oppose, 38% favor); independent women (40% oppose, 
35% favor); and blue-collar men (49% oppose, 40% favor). 

• The strong opposition among seniors (52% oppose, 26% favor) is reflected 
in our focus group research as well, where seniors express concern that 
privatizing welfare today will lead to privatizing Social Security tomorrow. 

• Voters have a general sense that privatization would be effective at saving money 
and reducing the number of people on welfare, but not as strongly as one might 
expect. A slim majority (53%) of voters believe that privatization would be at least 
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somewhat effective at reducing the number of people on welfare, but only 19% believe 
it would be very effective. Similarly, 51 % believe that privatization would be at least 
somewhat effective at saving money, but only 19% believe it would be very effective. 

• When voters hear extended arguments on both sides, including positive 
arguments for privatization, support for privatization remains stagnant at 46% 
(46% favor, 43% oppose, 11% don't know). Furthermore, the intensity is in the 
opposition (28% strongly oppose, 25% strongly favor). 

• It is relatively easy to raise doubts among voters about privatization. For 
example, voters rebel strongly against the idea of allowing large defense 
contractors to administer state welfare programs (64% oppose, 45% strongly 
oppose; only 16% favor, 5% strongly favor). This surge in opposition appears at the 
mere mention of defense contractors, even before any specific arguments are made 
against privatization. 

• Arguments tested against welfare privatization are surprisingly strong: 

• Voters find it very believable that privatization would end up costing them 
money. They remember that private contractors charged the government 
hundreds of dollars for toilet seats and hammers, and they readily believe 
this type of abuse would occur with privatization; two thirds (66%) say this 
is a convincing reason to oppose privatization (40% say it is very convincing). 

• V oters also believe that private companies would charge the government too 
much money in cost overruns (57% say this is likely, only 22% say it is 
unlikely). 

• V oters agree that opening up the welfare system to private interests would 
lead to bribes and corruption. A solid majority (62%) say it is likely that 
politicians would be corrupted by bribes and donations from companies who 
want big contracts. In fact, this is seen as the most likely consequence of 
privatization out of any we tested. Two thirds of Republicans and a majority 
of voters in every region of the country find this a convincing reason to oppose 
privatization. Even a majority (53%) of those who start out strongly in favor 
of privatization say this is a convincing reason to oppose it. 

• Many voters also dislike the idea of out-of-state or multinational 
corporations taking jobs away from local people, who are best equipped to 
handle local concerns (72% say this is convincing, 40% say it is very 
convincing); however, this is slightly less compelling than the arguments 
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previously mentioned. This argument is particularly strong in the Midwest 
(74% find this convincing, 40% very convincing), among Republicans (71% 
convincing, 40% very convincing) and among men (72% convincing, 40% very 
convincing). 

The strongest arguments against welfare privatization form a coherent, believable 
scenario: out-of-state and multinational corporations will take jobs away from local 
people who best understand local issues, waste taxpayer money through fraud and cost 
overruns, and bribe politicians to give them public contracts .. 

Contrary to conventional wisdom, there is an electoral disadvantage for 
supporters of privatization. Over one-third of voters (36%) would be less likely to 
vote for a pro-privatization candidate, while only one-quarter (27%) would be more 
likely. Furthermore, the intensity is among the opposition (21% are much less 
likely to vote for a pro-privatization candidate, but only 11 % are much more likely). 
Voters in every region, including the South (26% more likely, 36% less likely), are 
less likely to support a candidate who supports privatization. 

Supporting privatization is a clear liability among key Democratic constituencies, 
including_senio~s' (18% more likely to vote for pro-privatization candidate, 41 % less 
likely), Democrats (20% more likely, 48% less likely), Clinton '96 voters (22% more 
likely, 47% less likely), union households (25% more likely, 49% less likely), and 
African Americans (22% more likely, 43% less likely). 

Methodology: This analysis is based on a national random-digit-dial (RDD) survey of 1,000 
adult Americans likely to vote in the 1998 elections, designed and administered by Lake Sosin 
Snell & Associates (Celinda Lake, President). The margin of error for the survey is +/-
~1%. -

'In focus groups, seniors have told us that they worry about privatization of welfare in 
part because they believe that Social Security would be next on the list of programs to 
privatize. 

Lake Sosin Snell 
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1-4: ____ _ 

Hello. My name is I'm calling for National Opinion Surveys. We are conducting a public 
opinion survey and I would like to ask you some questions. We are not selling anything, and I will not 
ask you for a contribution or donation. 

Could I please speak with the (male/female) 18 or older in your household who celebrated a birthday 
most recently? 

1. First, are you registered to vote at this address? [IF NO, ASK FOR A FAMILY MEMBER WHO 
IS. IF NONE, TERMINATE AND MARK TalON SAMPLE SHEET] 

Gender of respondent 

Male ...... . . ....... 47 
Female ..... . 53 

2. There are many reasons why people are not able to get to the polls to vote. Do you recall 
whether you were able to vote in the last election for president between [ROTATE NAMES] 
Republican Bob Dole, Democrat Bill Clinton and Independent Ross Perot, or for some reason 
were you not able to vote? 

[IF VOTED] Did you vote for Dole, Clinton, or Perot? 

Dole ......................... , 27 
Clinton_ ....... -................ , 40 
Perot .......................... 5 

(Did not vote) .................. 10 
(Someone else) .................. 2 
(Ineligible) ...................... 0 
(Refused) ..................... 16 

3. How likely are you to vote in the election in November 1998 for U.S. Congress and other 
offices -- are you almost certain to vote, will you probably vote, are the chances about 50-50, 
are you probably not going to vote, or are you definitely not going to vote? 

almost certain . . . . . . . . . . . . . . . . . .. 75 
probably . . . . . . . . . . . . . . . . . . . . . .. 25 
50·50 ........ - .......... TERMINATE 
probably not .............. TERMINATE 
definitely not .............. TERMINATE 

(don't know) ............ TERMINATE 



Now, I am going to mention the names of some organizations. Please tell me whether you have a very 
favorable, somewhat favorable, somewhat unfavorable, or very unfavorable impression of each one. 
If you haven't heard of someone or if you don't know enough about that organization to have an 
impression, just say so and we will move on. 

Here's the first one: [READ NAME}. Do you have a very favorable, somewhat favorable. somewhat 
unfavorable, or very unfavorable impression of [NAME}? 

Very Smwt Smwt Very Can't Don't 
I,v I,v unfav unfav Rate Know 

[ROTATE 0.4-0.7] 
SPLIT SAMPLE A 
_4. Lockheed-Martin Corporation ............. 7 19 7 3 12 52 

SPLIT SAMPLE B 
_5. Multinational defense companies ..•...... 3 17 11 7 12 49 

SPLIT SAMPLE A 
_6. Defense companies .................. 10 21 11 5 11 43 

SPLIT SAMPLE B 
7. Defense contractors ................... 6 23 14 8 12 37 

RESUME ASKING EVERYONE 
8. In general, do you favor or oppose privatization of government services? [IF FAVOR/OPPOSE:] Do 
you (favor/oppose) this strongly or not so strongly? 

Favor/strongly ............. . 
Favor/not so strongly ........ . 
Oppose/not so strongly ...... . 
Oppose/strongly ........... . 

(Don't know) ............ . 

SPLIT SAMPLE A 

22 
23 
15 
19 
22 

45 

34 

g. In general, do you favor or oppose privatization of government services, that is, subcontracting of 
government services to private companies? [IF FAVOR/OPPOSE:] Do you (favor/oppose)"this strongly 
or not so strongly? 

SPLIT SAMPLE B 

Favor/strongly .............• 
Favor/not so strongly ........• 
Oppose/not so strongly ...... . 
Oppose/strongly ........... . 

(Don't know) ........... ~ . 

25 
26 
13 
19 
17 

51 

32 

10. In general, do you favor or oppose privatization of government services, that is, using tax dollars 
to hire private companies to do things the government normally does? [IF FAVOR/OPPOSE:] Do you 
(favor/oppose} this strongly or not so strongly? 

Favor/strongly ............. . 
Favor/not so strongly •........ 
Oppose/not so strongly ......• 
Oppose/strongly .•.•.......• 

(Don't know) ............• 

18 
18 
19 
32 
13 

37 

50 

Lske Sosin Snell & Associates 
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EVERYONE 
Now let me ask you about something a little more specific. 

SPLIT SAMPLE C 
11. Do you favor or oppose the privatization of state welfare systems? [IF FAVOR/OPPOSE:] Do 

you (favor/oppose) this strongly or not so strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . .. 20 38 
Favor/not so strongly . . . . . . . . . . . . .. 18 
Oppose/not so strongly ............ 16 
Oppose/strongly ................. 27 44 

(Don't know) .................. 18 

SPLIT SAMPLE 0 
12. Some people have proposed the privatization of state welfare systems. This means that the 

states would hire private companies to administer their welfare system, instead of having 
welfare administered by public employees. Do you favor or oppose the privatization of state 
welfare systems? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . .. 24 41 
Favor/not so strongly . . . . . . . . . . . . .. 18 
Oppose/not so strongly ............ 16 
Oppose/strongly ................. 28 44 

(Don't know) .................. 15 

SPLIT SAMPLE A 
13. Do you think that privatization of state welfare systems would be very effective, somewhat 

effective, not too effective or not at ali effective in reducing the number of people on welfare? 

Very effective . . . . . . . . . . . . . . . . . .. 19 53 
Somewhat effective . . . . . . . . . . . . . .. 34 
Not too effective . . . . . . . . . . . . . . . .. 17 
Not effective at ali . . . . . . . . . . . . . . .. 1 8 34 

(Don't know) .................. 12 

SPLIT SAMPLE B 
14. Do you think that privatization of state welfare systems would be very effective, somewhat 

effective, not too effective or not at ali effective at saving money? 

Very effective . . . . . . . . . . . . . . . . . .. 17 51 
Somewhat effective . . . . . . . . . . . . . .. 34 
Not too effective . . . . . . . . . . . . . . . .. 19 
Not effective at ali . . . . . . . . . . . . . . .. 1 9 38 

(Don't know) .................. 11 

Lake Sosin Snell & Associates 
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SPLIT SAMPLE A 
15. Do you favor or oppose allowing large defense contractors to administer state welfare 

programs? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . . .. 8 16 
Favor/not so strongly .............. , 8 
Oppose/not so strongly ............ 19 
Oppose/strongly ................. 45 64 

(Don't know) .................. 19 

SPLIT SAMPLE B 
16. Do you favor or oppose allowing large defense contractors like Lockheed-Martin to administer 

state welfare programs? [IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so 
strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . . .. 5 15 
Favor/not so strongly . . . . . . . . . . . . .. 10 
Oppose/not so strongly ............ 20 
Oppose/strongly ................. 45 65 

(Don't know) .................. 20 

SPLIT SAMPLE A 
17. Do you favor or oppose allowing non-profit organizations to administer state welfare programs? 

[IF FAVOR/OPPOSE:] Do you (favor/oppose) this strongly or not so strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . .. 25 54 
Favor/not so stro!1gly .... . . . . . . . . .. 28 
Oppose/not so strongly ............ 12 
Oppose/strongly ................. 20 32 

(Don't know) .................. 14 

SPLIT SAMPLE B 
18. Do you favor or oppose allowing non-profit organizations like churches and the Salvation Army 

to administer state welfare programs? [IF FAVOR/OPPOSE:) Do you (favor/oppose) this 
strongly or not so strongly? 

Favor/strongly. . . . . . . . . . . . . . . . . .. 33 57 
Favor/not so strongly . . . . . . . . . . . . .. 24 
Oppose/not so strongly ............ 15 
Oppose/strongly ................. 20 35 

(Don't know) .:................. 8 

RESUME ASKING EVERYONE 
19. How concerned are you that privatization of state welfare systems would cause thousands of 

people who work for the government to lose their jobs -- very concerned, somewhat concerned, 
not too concerned, or not concerned at all? 

Very concerned ......... ~ . . . . . . .. 24 59 
Somewhat concerned. . . . . . . . . . . . .. 35 
Not too concerned . . . . . . . . . . . . . . .. 22 
Not concerned at all . . . . . . . . . . . . . .. 15 37 

(Don't know) ................... 4 

Lake Sosin Snell & Associates 
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SPLIT SAMPLE C 
Now I am going to read you a list of things that some people have said could happen if state welfare 
systems are privatized, that is, private companies are hired to administer state welfare programs. For 
each one, please tell me how GOOD or BAD it would be if that thing happened on a scale of 0 to 10, 
where a zero means it is one of the worst things that could happen and a ten means it is one of the 
best things that could happen, and you can be anywhere in between. 

Here's the first one. [READ ITEM) How bad or good would that be if it happened? Remember, a zero 
means it is one of the worst things that could happen and a ten means it is one of the best things that 
could happen, and you can be anywhere in between. 

ROTATE 020-029 Worst Best 
Mean 0-4 5 6-10 dk 

_20. Politicians would be corrupted by 
bribes and donations from companies 
who want big contracts 3.2 63 16 18 3 

_21. Existing government workers would 
lose their jobs 4.4 44 27 26 4 

_22. The government would save money 6.3 25 16 55 5 

_23. Only those welfare recipients who are 
easiest to help would receive help 4.3 45 21 27 8 

_24. More people would be moved from 
welfare to work 7.2 17 11 68 4 

25. Private contractors would charge the 
government too much money in cost 
overruns 3.9 55 15 24 5 

_26. Many children who need help would 
slip through the cracks and not be taken 
care of 3.4 61 14 22 3 

_27. Voters and taxpayers would 
have less say and control over 
welfare programs 4.0 51 19 26 4 

_28. Low-income working people would 
be displaced 3.7 56 17 20 7 

_29. People who need help badly would 
slip through the cracks because private 
contractors don't have enough expertise 
in administering welfare 3.6 58 16 22 4 

Lake Sosin Snell .& Associates 
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SPLIT SAMPLE 0 
Now I am going to read you a list of things that some people have said could happen if state welfare 
systems are privatized, that is, private companies are hired to administer state welfare programs. For 
each one, please tell me how LIKELY or UNLIKELY you think it is that that thing would happen on a 
scale of 0 to 10, where a zero means it is very unlikely that it would happen and a ten means it is very 
likely that it would happen, and you can be anywhere in between. 

Here's the first one. [READ ITEM] If state welfare programs are privatized, how likely would it be that 
this would happen? Remember, a zero means it is very unlikely that it would happen and a ten means 
it is very likely that it would happen, and you can be anywhere in between. 

ROTATE 030-039 Unlikely Likely 
Mean 0-4 5 6-10 dk 

_30. Politicians would be corrupted by 
bribes and donations from companies 
who want big contracts 6.8 21 14 62 3 

_31. Existing government workers would 
lose their jobs 6.2 22 22 53 2 

32. The government would save money 5.5 33 18 45 5 

_33. Only those welfare recipients who are 
easiest to help would receive help 5.3 32 21 41 5 

_34. More people would be moved from 
welfare to work 6.3 22 16 58 4 

_35. Private contractors would charge the 
government too much money in cost 
overruns 6.4 22 17 57 4 

_36. Many children who need help would 
slip through the cracks and not be taken 
care of 5.8 34 15 48 3 

37. Voters and taxpayers would 
have less say and control over 
welfare programs 6.0 27 18 52 3 

_38. Low-income working people would 
be displaced 5.3 34 21 40 5 

39. People who need help badly would 
slip through the cracks because private 
contractors don't have enough expertise 
in administering welfare 5.6 35 16 45 4 

Lake Sosin Snell &- AssociBtes 



SPLIT SAMPLE A 
Now I'm going to list some specific government programs that some people have proposed privatizing, 
that is, some people have proposed hiring private companies to administer these programs. After each, 
please tell me whether you favor or oppose privatizing that program. 

[IF FAVOR/OPPOSE: Would you strongly (favor/oppose) or not so strongly (favor/oppose) privatizing 
that program? 

[ROTATE 0.40 to 0.411 SIr Nt So Nt So Sir lOKI 
Fav 5tr Fav SIr Opp Opp 

- 40. Food stamps and other food assistance 
programs for low income families ............ 27 22 19 25 7 

41. Medicaid, the program that provides health 
care for low income families .............. 28 19 17 28 7 

SPLIT SAMPLE B 
Now I'm going to list some specific government programs that some people have proposed privatizing, 
that is, some people have proposed hiring private companies to administer these programs. After each, 
please tell me whether you favor or oppose privatizing that program. 

[IF FAVOR/OPPOSE: Would you strongly (favor/oppose) or not so strongly (favor/oppose) privatizing 
that program? 

[ROTATE 0.42 TO 0.431 

42. AFDC, or Aid to Families with Dependent 
Children, which provides assistance for 
basic living expenses for low income families 

43. Unemployment insurance 

5tr Nt So Nt So 5tr 10K) 
Fav 5tr Fav Str Opp Opp 

27 20 17 25 10 

23 23 16 28 9 

Leke Sosin Snell & Associates 
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SPLIT SAMPLE C 
Now let me read you two statements that supporters and opponents of privatizing state welfare 
systems have made. 

ROTATE 
_Supporters of privatization say that private companies can run welfare systems more cheaply and 
more efficiently than government. Governments have been running the welfare system for sixty years 
now, and it is hard to imagine how anyone could do a ~ job. The public employees who run the 
welfare system, and their unions, are more concerned about keeping their government jobs than in 
getting people off welfare. The public employee unions benefit from things staying the way they are, 
so they are fighting against reform. By putting private companies in charge of welfare, we will run the 
welfare system more like a business, and will cut down on waste, fraud, and abuse. 

_Opponents of privatization point out that many of the companies which are applying for government 
contracts to manage the welfare system have no experience in this field. Some of these companies are 
large defense contractors, more concerned about making profits than making the welfare system run 

. better. These are the companies that have a record of selling 700 dollar hammers to the government. 
Opening up the welfare system to private interests invites corruption, "high-priced lobbyists, and 
ridiculous campaign contributions to get big contracts. We should leave the running of the welfare 
system to public employees who are not out for profit. 

44. Sometimes during the course of a survey like this, people change their minds. Do you favor or 
oppose privatization of state welfare systems? [IF FAVOR/OPPOSE:) Do you (favor/oppose) 
this strongly or not so strongly? 

Favor/strongly . . . . . . . . . . . . . . 26 46 
Favor/not so strongly . . • . . . . . . 20 
Oppose/not so strongly ....... 14 
Oppose/strongly ................. 29 43 

(Don't know) .................. 11 

Lake Sosin Snell & AssociBtes 

8 



45. In the statements about privatizing state welfare systems which I just read you, what stands 
out in your mind as most important? 

Supporters 
Private companies can run welfare systems more cheaply . . . . . . . . . . . . . . . . . 5 
More efficiently than government . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 
Governments have been running the welfare system for 60 years ........... 1 
Hard to imagine anyone could do worse ............................. 4 
Public employees who run the welfare system . . . . . . . . . . . . . . . . . . . . . . . . . 0 
Unions ................................................. 0 
More concerned about keeping their government jobs. . . . . . . . . . . . . . . . . . . . 3 
Not getting people off welfare . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 
They benefit from keeping things the way they are ..................... 0 
They are fighting against reform .................................. 0 
Put private companies in charge of welfare ........................... 0 
Run the welfare system more like a business . . . . . . . . . . . . . . . . . . . . . . . . . . 3 
Cut down on waste, fraud, and abuse .............................. 6 

Opponents 
Many of the companies have no experience in this field ................. 4 
Some of these companies are large defense contractors ................ , 2 
More concerned about making profits than making the system run better ..... 9 
Same companies that sell $ 700 hammers to the government ............. , 3 
Opening up the welfare system to private interests invites corruption .. . . . . . . . 7 
High-priced lobbyists .......................................... 1 
Ridiculous campaign contributions ............................... , 0 
Big contracts .............................................. , 0 
Leave the running of the welfare system to public employees ............. 3 
Who are not out for profit ..................................... , 0 

cost concerns .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0 
invites corruption . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 
people will fall through the cracks ................................. 4 

Support/favor (general) ....................................... , 3 
Oppose/against (general) ...................................... 7 
Other ............................................... , 5 
Nothing ............................................... , 0 
Don't know. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 19 

[END SPLIT SAMPLE C "" GO TO 0.48 or 0.49] 

Lsks Sosin Snell & Associates 
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• 
SPLIT SAMPLE 0 
Now let me read you two statements that supporters and opponents of privatizing state welfare 
systems have made. 

ROTATE 
_Supporters of privatization say that private companies can run welfare systems more cheaply and 
more efficiently than government. Governments have been running the welfare system for sixty 
years now, and it is hard to imagine how anyone could do a ~ job. The public employees who 
run the welfare system, and their unions, are more concerned about keeping their government jobs 
than in getting people off welfare. The public employee unions benefit from things staying the way 
they are, so they are fighting against reform. By putting private companies in charge of welfare, we 
will run the welfare system more like a business, and will cut down on waste, fraud, and abuse. 

_Opponents of privatization point out that many of the companies which are applying for 
government contracts to manage the welfare system have no experience in this field. Many are 
defense contractors who do not have the expertise to really help entire families. Large out-of-state 
and multinational companies may easily put the quickest, biggest profits ahead of positive, long
term results and taking care of children and all families on welfare. This important work should be 
done by local people who understand our state and have the right skills, not people working in large 
out-of-state or multinational corporations. When a person applies for welfare, the government has 
to keep that information secret. But corporations will not be accountable for protecting people's 
privacy. And privatization will cause local public employees to lose their jobs. 

46. Sometimes during the course of a survey like this, people change their minds. Do you favor 
or oppose privatization of state welfare systems? [IF FAVOR/OPPOSE:] Do you 
(favor/oppose) this strongly or not so strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 25 45 
Favor/not so strongly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 20 
Oppose/not so strongly ............................... 1 8 
Oppose/strongly .................................... 26 44 

(Don't know) ..................................... 11 

Lske Sosln Snell 8r Associates 
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47. In the statements about privatizing state welfare systems which I just read you, what stands 
out in your mind as most important? 

Supporters 
Private companies can run welfare systems more cheaply . . . . . . . . . . . . . . . . . 5 
More efficiently than government. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 
Governments have been running the welfare system for 60 years ........... 2 
Hard to imagine anyone could do worse ............................. 4 
Public employees who run the welfare system ......................... 0 
Unions ................................................. 0 
More concerned about keeping their government jobs .................... 3 
Not getting people off welfare . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 
They benefit from keeping things the way they are ..................... 0 
They are fighting against reform .................................. 0 
Put private companies in charge of welfare . . . . . . . . . . . . . . . . . . . . . . . . . .. 1 
Run the welfare system more like a business .......................... 3 
Cut down on waste, fraud, and abuse .............................. 6 

Opponents 
Many of the companies have no experience in this field .................. 7 
Large defense contractors. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 
Lack the expertise to help families and children ........................ 3 
Large companies will put profits ahead of children and families ............. 5 
Making the system work well .................................... 0 
This work should be done by people from our area who understand our state ... 8 
Have the right skills ........................................... 0 
Not people who work for large corporations ....................... 0 
From out of state or from foreign countries .......................... , 1 
The government has to keep personal information secret ................. 1 
Large corporations will not be accountable for protecting people's privacy 1 
Privatization will cause our local public employees to lose their jobs .... . . . . . . 3 

cost concerns ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 
invites corruption . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 
people will fall through the cracks ................................. 3 

Support/favor (general) ......................................... 4 
Oppose/against (general) ....................................... 7 
Other ...................................... _ ............ 1 
Nothing ................................................. 1 
Don't know ................... -. . . . . . . . . . . . . . . . . . . . . . . . . . . .. 16 

[END SPLIT SAMPLE D - GO TO 0.48 OR 0.491 
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, Now, I am going to read you a series of statements about privatization of state welfare systems. 
Please tell me whether, for you personally, each is a very convincing, somewhat convincing, not too 
convincing, or not at all a convincing reason to OPPOSE privatization of state welfare systems. 

[PROBE AFTER EVERY THIRD: Is that a very convincing, somewhat convincing, not too convincing, 
or not at all convincing reason to OPPOSE privatization of state welfare systems. 

[ROTATE 04B TO 060] Very Smwht Not too Not at 

SPLIT SAMPLE A 
48. Many of the companies which are applying 

for government contracts to manage the 
welfare system have no experience in this 
field. Some of them are defense contractors, 
and may not have the sensitivity and 
training to help people make the difficult 

cony 

transition off of welfare .................. 32 

SPLIT SAMPLE B 
49. Many of the companies which are applying 

for government contracts to manage the 
welfare system have no experience in this 
field. Some of them are defense contractors 
like Lockheed-Martin and may not have 
the sensitivity and training to help people make 
the difficult transition off of welfare . . . . . . . . .. 29 

SPLIT SAMPLE A 
50. Many of the companies, like defense contractors, 

which are applying for government contracts to 
manage the welfare system are more 
concerned about making profits than 
making the welfare system run better. . . . . . . .. 34 

SPLIT SAMPLE B 
51. Many of the companies, like defense contractors, 

which are applying for government contracts to 
manage the welfare system are known for waste, 
fraud and mismanagement. They're the people 
who charged the government seven hundred dollars 
for a hammer ......................... 40 

cony cony all cony OK 

31 21 11 4 

34 19 14 4 

35 15 12 4 

26 17 15 2 
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Very Smwht Not too Not at 
, conY 

SPLIT SAMPLE A 
52. Opening up the welfare system to private 

interests invites corruption. One company, 
Maximus, was trying to get the contract to 
run West Virginia's welfare system, so they 
paid off a former high ranking welfare official 
from West Virginia . . . . . . . . . . . . . . . . . . . . 28 

SPLIT SAMPLE B 
53. Opening up the welfare system to private 

interests invites corruption. One company, 
Maximus, was trying to get the contract to 
run West Virginia's welfare system, so they 
paid off a former high ranking welfare official 
from West Virginia. Do we really want highly-paid 
lobbyists making political contributions to try to 
get contracts for wealthy corporations who want 
to make huge profits from welfare? .......... 30 

SPLIT SAMPLE A 
54. Public employees from our state should 

run the welfare system in our state. This 
important work should be done by local people 
who understand our state, not people working 
in large out-of-state or multinational corporations 40 

SPLIT SAMPLE B 
55. Privatization will cause local public employees to lose 

their jobs. Large out-of-state and multinational 
companies will take jobs away from hardworking 
people we know. This can't possibly help 
our state's economy .................... 26 

SPLIT SAMPLE A 
56. When a person applies for welfare, the government 

has to keep that information secret. But corporations 
will not be accountable for protecting people's privacy. 
Do we really want to let private companies have 
sensitive information about who's applied for welfare 
or food stamps? ....................... 29 

SPLIT SAMPLE B 
57. Because private companies are mainly concerned 

with profits, they will help only those welfare 
beneficiaries who are easiest to place in jobs and 
will avoid helping the most difficult and urgent 
cases. It's not fair that some people will be denied 
benefits because they are not as profitable for large 
corporations .......................... 28 

cony cony all cony OK 

33 20 12 8 

27 20 19 4 

32 14 10 3 

29 22 18 4 

26 23 20 3 

32 17 18 4 
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Very Smwht Not too Not at , cony cony cony all cony OK 

SPLIT SAMPLE A 
58. - Privatization sounds good because some people 

think it will lead to saving money and more efficiency. 
But look at the greed, corruption and cost overruns 
we have already seen from these large corporations 
that contract with the government. This would 
be a nightmare, and there would be little 
accountability to the taxpayers ............. 30 28 20 16 5 

SPLIT SAMPLE B 
59. - Privatization sounds good. But what happens when 

non-profits or businesses decide they do not want to 
handle the welfare functions anymore, aren't making 
enough money, or want to go into something else? 
This would lead to total chaos when these functions 
are dumped back onto state and local government 30 29 20 17 4 

SPLIT SAMPLE A 
60. Running the welfare system is just too big a job for - a non-profit organization like the YMCA to handle. 

They may have good intentions, but what's going 
to happen when they aren't able to handle all the 
demands of running a welfare system? ........ 30 27 22 16 6 
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RESUME ASKING EVERYONE 
61. You've heard a lot of information about privatization of state welfare systems. Sometimes 

over the course of a survey people change their minds. Do you favor or oppose privatization 
of state welfare systems? [IF FAVOR/OPPOSE:) Do you (favor/oppose) this strongly or not 
so strongly? 

Favor/strongly . . . . . . . . . . . . . . . . . .. 24 42 
Favor/not so strongly . . . . . . . . . . . . .. 1 g 
Oppose/not so strongly ............ 15 
Oppose/strongly ................. 31 47 

(Don't know) .................. 11 

62. If a candidate for state office were in favor of privatizing the welfare system in your state, 
would you be more likely to vote for that candidate, less likely, or would it not make any 
difference to your vote? [IF MORE/LESS LIKELY:) Would be much (more/less) likely or 
somewhat (more/less) likely to vote for that candidate? 

Much more likely . . . . . . . . . . . . . . . .. 11 27 
Somewhat more likely ............. 16 
Somewhat less likely .............. 15 
Much less likely. . . . . . . . . . . . . . . . .. 21 36 
No difference ................... 27 

(Don't know) .................. 10 

RESUME ASKING EVERYONE 
Thank you. The few remaining questions are for classification purposes only. 

63. Generally speaking,. do you think of yourself as a Republican, a Democrat, an independent, 
or something else? [IF REPUBLICAN OR DEMOCRAT ASK:) Do you consider yourself a 
strong (Republican/Democrat) or a not so strong (Republican/Democrat)?_[IF INDEPENDENT 
ASK:) Would you say that you lean more toward the Republicans or more toward the 
Democrats? 

strong Republican ................ 1 g 34 
not so strong Republican ........... 10 
indep. leans Republican ............. 5 
independent .................... 1 8 
indep. leans Democratic ... . . . . . . . . .. 8 
not so strong Democrat ............ 10 
strong Democrat ................. 1 9 38 

dk/na/other .... -. . . . . . . . . . . . . . .. 10 

Lake Sosin Snell & Associates 
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64./65. What is your age? IF REFUSED: I am going to read you some age categories. 

Stop me when we get to your category: 

18-24 years ..................... 8 
25-29 ......................... 8 
30-34 ......................... 8 
35-39 ........................ 11 
40-44 ........................ 10 
45-49 ......................... 9 
50-54 ......................... 9 
55-59 ......................... 8 
60-64 ......................... 7 
Over 64 ....................... 21 

(refused/don't know) .............. 2 

66. Are you married, single, separated, widowed, or divorced? 

Married ....................... 59 
Single ........................ 20 
Separated/divorced ................ 9 
Widowed ...................... 12 

(Don't know) .................. 1 

67. [IF MARRIED MALE] Does your wife work, half-time or more outside the home, or would you 
say that her work is mainly at home? 

Employed . . . . . . . . . . . . . . . . . . . . .. 55 
At home ....................... 42 

(Don't know) .................. 3 

68. [IF FEMALE RESPONDENT] Do you have a paid job, half-time or more or would you say that 
your work is mainly at home? 

Employed ...................... 57 
At home ....................... 37 

(Don't know) .................. 6 

69. What is the last year of schooling that you have completed? 
[CIRCLE ONE - DO NOT READ] 

1 - 11th grade .......... .' . . . . . . . .. 8 
High school graduate . . . . . . . . . . . . .. 33 
Non-college post H.S.(e.g. tech) ....... 5 
Some college (jr. college) ........... 22 
College graduate ................. 23 
Post-graduate school ............... 7 

(Don't know) .................. 1 

Lake Sosin Snell & Associates 
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70./71. What is your race? Do you consider yourself an Hispanic, Latino or a Spanish
speaking American? 

White ......................... 79 
Black .......................... 9 
Hispanic (Puerto Rican, 

Mexican-American, etc.) . . . . . . . . . .. 7 
Native American ................. . 

(Other) .................. . 
(Don't know/refused) ............ . 

1 
3 
2 

72. Are you or is any member of your household a member of a labor union or teachers' 
association? 

Yes .......................... 21 
No ........................... 77 

(don't know) . . . . . . . . . . . . . . . . . . .. 2 

73. Do you or does any member of your household work for the government at any level? 

yes .......................... 17 
No .......... ' ................. 81 

(don't know) . . . . . . . . . . . . . . . . . . .. 2 

74. What is your zip code? ___ _ 

And finally, strictly for verification purposes, can I have just your first name? 

And your phone number to make sure it is correctly marked off of our list? 

That completes our public opinion survey. Thank you very much for your time and cooperation, and 
have a pleasant (day/evening). 

Lake Sosin Snell & Associates 
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RUSSELL SAGE FOUNDATION 
1 " P.IST MTllIITIr1!1<"r 

NIlWYOlX.NIlWl·ORX 10011 

Ianumy 28. 1997 
To: Ron Haskins 

From: Michael Wiseman V. I ~f) I " ... --....-. __ 
'C ~~~ ""V . ___ 

Re; Wisconsin Works Waivers and Related Matters 

Roo. tlIi& memo Inmmarizes where we stand 011 WiICOnSD Wodcs (W-2) &B 1 unda-sumd 
thinglI. PlWle pBSS this on SIIbjea to the proviso thai. rm worting !!trialy fhm my 1:8p4c:ity liS 
Vice Chair of Governor 1'bomJlSOO'S WiSC(lnsin Woo:s MlINgemelll md EvalUIIion Steerina 
Comrmttee. md I am prfndpsny concerned with B!ISIlMg that evaluadOD is done well. Getting 
evaluaticJII going requiresthal we read! agreemSlt on what !be prognun, and the budget for 
operatiOlll\lld evaluation. will be. I wiD !iend a copy ofthili memo to Jean Rogers; ifl'm offtrulk, 
you WI be assured we'U both hear about it. 

There are tbree intetrdated problonm (1) The waivers r~uired for W-2, (2) W"liCOnsm's 
claim on federal fUnds SCRectltcd by cost saving tcneratcd prior to pungc oflhe hrsoaal 
Responslbni\y m1 Wolt OppoRWlity Reconclll.stion Act (pRWOB.A), and (3) state support for 
the New Hope project. • 

Waivers. Wl8lCOllsin still needs fbdn approval to na!ize all of the Wisconsin Watb 
plan. For the IIIOSl pan, the reason is tha1 w -2 integrates Food Stmlps, A1DC,. Child Cllte, and 
Health Insuranc:e, and PRWOJlA primarily addreues AFDC. By program, here's what the stale 
need,. I ha\'e Hslcd ~ appear from It strllt(2ic Standpoint to be the molt importIInL issues lina.. 

Um!I.b 
Insurance 

Wlscomin C&IIIIOI implement the W2 heoltb inslll1lllte program at all 
because Congress flliled 10 pass a Medical Assisume Block Grant. W2 
clllls for provision of ac<:eS! to health insmanoe for aU low-income 
households with childrf!ll who lack a.cce~; to empIoyer-bued beIl.th 
insuruIa:, rcprdlCIIS oCT ANF rtaius. CopaymSltI v;jJl be tfquired of 
1111 parDdpants, but copayments YBIY Inversely with Income and fInuiIy 
size. Exisliog Medicaid beneficiaries will be automuica1ly enrolled in 
the program, and inmranca {l&ymett.s for "artici(1llTtR in W2 Tranllitilmll 
and Community Service lobs act;"-ibcs will be autOllUlliWly deduotcd 
1tom JrIl!l1.5. W -2 tmctivdy Q'IIlmits the IItIItG EO prOYiclillg rr-t!5-

leSted universal access to health insuranoe; 1 CBOIIOl UDderslaftd wily the 
admiDist..-ion is reinaant to sec if the ~ will deliver. 

~I1L l 'e 966l-17<:-l 
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To Ron Hal'lcinr, rPSll'ding W_l requirement., ~Dnlinucd 

• 

~ 
Asiwr& far 
NeedyEamj-

IicUIA1ID 

Here the dcMllics in the dallils. The Itllte needs: 

• Authority to IUDcanInLcl with ~ oraanizations fOl' !( 
Food Stamps cieliYelY-la will be cionc.o wi1b many other W-2 
n::latc:d "",ices. (Mnst Important.) 

• Authority to sanction nClnoccmpliance with wmIi: and trl!inin~ 
requirematt on an howty ~at is done In AFDC undar the 
state'l "Pay {or J>erl'arJTlIIJ1CCw initiati"" and will be dope for the 
W2-TmnsilicmB and COIlI!IIIInity ServiceJobl tlers under TANF . 
(l under!tand that preliminary approwl has hem !liven for this 
Jll'o';lIion.) 

• Aulhorily 10 vIII)' the lIeIItmeDt nfcamiDgs in Food Stamp bCDefits 
~ations ill order to keep Dllrginsl bcneIit Rdliction rates for the 
combined W2 health insulllKlC, child care, and Food Stamps pack
Ige as low I. pOIisil>le. 

• Aulhotity lO 4:OlItitlue to operate the lUte', Food SWIIp Employ
ment end Training (FSET) Program in an integrated One Stop Job 
CIDer ptGgnJU that oombbIe. FSET ";!h other weIlMe-lO-wark 
progntms as pra.;de!l uader Pk WORA. This inQ)udes the Dul, 
tet!mic:al colIe&e mateh PWI!J'am. rm paniemarly eonc:emed about 
this beQwsc it oIf'«.1 an avllllWl far some traiaing olTons. When I 
laat d=bd the 1Ila\c'S FSBT JI[ant had not been IPJlroved; Ibis 
Includes tho tcdmicaI college campoJlllllt. 

Here the state _ks to establish an integnted budgd IS well III MnRis

trncywith TANF. Thcynced: 

• Authority to Apply feden! saviaas fTtllll recluted Food S~ and 
Medical Amstan.:e colts brOught about by W-2 to ~s in
curred for W-2 expenses reaarclte15 of recipient dan (MoR Impor
till!.) 

• Authority to apply a sixty day midcnty rcquiranent. II 
• Federal panic;ipetion in goD inaured bypassing all c:hild support 

paymc::ats directly through to panlcipanlL 

A& you can see. !hese requirelllems aon-c:ut programs and agCllCics. Were the requests 
ad boc, there would be good reason for the administration 10 be skeptical We believe. howevI:r, 
that W2 filslDgclha as a uniquely work-oriancd ~orm The state CIIl impla::men1 !lDmctbiag 
approximatdy like wbat W2 proposes lMllioul additional feeleral approval. Nevertheless, we 
believe it VCIy important. both from the Slale and nationa1 viewpoints, to implement the prol!f8lJl 
and to monitoc cllteNlly It. OUlCOl1\O. We understand thB1 stewardship of feden! dolla ... as well 

WO~.:l W'<1Ll '8 966l-VC:-l 
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To Ron Haskins, regarding.w -2 requlremems, continued page) 

lIB concern fur the well-being of'families calls fur amve fcdCl'al participation BlId ovenlght. This 
is why our waivers proposal called for a "new pm1ne:rihip" between federalllgencifl and state 
8OYfrtlDlI!!I11n designing ADd imlllC!llcntilll! it. el;aJrianon. So far. all the administration hils done 
with our language 011 tlli. one i& to incOrporate it in its own request fur proposals for on.going 
demonstration -u..ation. We had diIllculty in Icaponding 10 thai request because wo 5lill don't 
know where we are on program. 

We believe a major part of the problem is \hat itt this adminiSltation !he u1tiuate decision 
on this collection ofproposab mu5t be made in tile Whit .. House. We bdieve that W2 Ga4 be 
I!ffi!cttvely prc:1CIIIZd ollly IS a whole, but there is neither Interest I\Of capalility fbi- doill,g this 
ItIIOIIg the various individual federal agmes involved. That's why we need your help in g.oining 
White HOII!le Illcntion. and why we very milch ~e willingftea till the White HoullC ~ide to 
lit do_ willi me and dircuss the W -2 c;onoept u • whole. 

Waiver S .... Since J\l87 WiS<lODlinlw negotiated with thefc:dcralgovemmenl a 
number o(agreemenu cancemina access to fedenlfunds sawd by !heBraIC'S refonns. These 
"waiver Jsvinga" have been a agnific:a/l1. pool of resourcel for o~ refOllD e/fortll, and they 
consCilute the besi. for mueIJ orlhe ina-ease in the IlalC's enlplOYDlCIlt ud training effort under 
JOBS. The fund. have be u!lCd wisely and carefu1 husbanded to assure that resourteS Will be 
l."ailBble for sustainin2ll1e welfare-lo-work. ellbrt. 

All of July 1, the. stale has a federal waiver slIvings fund gf about $90 million. By 
agreement. Ibis fund was "capped. ~ but the funds were availablc ibr f\nure usc:. Thia uumey was 
included in plans for W2 Implementation ~ evtluatiOll.. However, the stale has now beet! 
informed that tile Pennnal Responsibllily and WOO; Opportunity Act liU)'leI1edes all !WCh 
B81lCC:Inents, and that Ihc: r;tate's claim on federlll relDUrCfS is dctinoc! lIOIe!y Oft the basis of the 
fbnnub. jnesI.-ribed by Congress for IIlocatiOlJ of IJK: TANF block granl. 

NeedlamlO BaY, tIw litate disputes tl!is interpretation. Should the Issue nol be resolved 
with reatoralion oCtbe bIoI:k. gran! funds, r_ for cerviC1lS and ovaluation wiI1 be curt.a:aled. 
ImplemMlation will troceed, but 111 greater 00. 10 the Stille's tJDpayers. It is our posicion tIw 
tile T A. ~ ilmnula already penaliDs stateslhat !CQ)mplishod cudoad reducliOD.~ relatively CIdy. 
and till! peJlAlizhls the state for good sLewardsbip of ilS waiver saYiIlP claUns relating II) past 
periods mqlOWlds the problem. 

New Hope. Pac,odoxically, wbiIe the CliJuon AdmlnIsIratlon was arguing tMt a.coc:ss to 
past waiwr savings by the lIt81e was foreclosed by Pit WORA., \he administration ha.~ aooounced 
that clailllll on ~dun! ... vilIl!!' 8"lIeraled by the New Hnl'" tIw WfI'e e!ltablimed by f'ederal 
legislation should now be honored by the IItlle. Approximatdy $3. S million i, needed ft'om IIt8te 
IIIlII fcderaIlIOurces \0 complete the New Hope dQlllOClJlrllLion. Iftbis maocy CIIIIIIOI: be found, tIu: 
return to eXlen.sive federal local, philanthropic, and slate investment will be Qlnailed. 

T~(2U)J""_ ~, W1"l'M'\N01.SM1L01'" 
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To RooMaskilis. resatdi!18 W-2 roquimnentll, continued pase4 

The N_ Hope claim is bned OD CongrelSimllll a;lioli dirmiJlg !he u.s. Depanroeu of 
Health and Human Services to pal' ru project 81\ amoum equal to savings in AfDC. Food 
StBmIl5. and alha" Iranst'er pro8f8lllll genera1ed by ils operation. All has been uue ror the statc's 
own tefo:tlllS, the negotiation of proeedurcs fer cakulating sudlnving& has been pl'Ott'&aed. 
Since Medic.aid and Food SWnps WfCC II,Q\. elicdnaled by l'RWORA, about 5600,000 afille 53.S 
million may Rlill be genmted. Howewr, $2.9 miI1ion in projected savinss at the fe4tn11evd an: 
now, it is claimed, contained in the TANF bJockgrant. 

",.. .. e IIIlVing~ were caIculalec! and projcc/.od 011 the basi, of AfDC experience. We do not 
believ,. the fomwlas or the projections to be appHc:able lllIIler W2. New Hope b an interest1Dg 
program, and it shares !lOme fealutca v;ith W2. However, participation in New Hope is voluntary. 
end 111M[ ofrhe experi ence pined llIIder New Hope ret1ea.. Ill' emmnnment In which perMn!! 
l!Illisted in New Hope always hid AFDC as a fallback, The relevance of the New Hope outcomes 
to stue policy is dlt:n:tbre qlJelltioo1l.ble. In 1lIIY event, a strong casc am be: llIIJde thI!1 W2 aYinp 
~8ted by continued operation of N_ Hope will DOt amount to 52.9 milllOIL Thus what lbe 
federal govemmem and the New Hope board are askini \he stal.c to do is to honor both the 
fedenUs0vemmmt'. mmmjlmmt and its forecalt. 

Jean and I haw DOl ycI taken the New Hope Issue to the W2-MEP Keerlng COIIllrittee. 
-but oureducuedguess iB dI8l1hemember!l will agree lhat there ilmuch in New Hopethar would 
be oC use to uS in plllll1liDg W2 implemmtation. I think the iatefests or New Hope would be bett ... 
sen<ed by getting tbe "waner llavinp" iBllUc gffthc table end trying to come up wilh a Iinslll 
federal and state coasmunem d1al will assure tb8I: ~DneIlU made to New Hope panldpants 
will be bonored 8IId th8t \he New Hope cIt:nonstration will be eompIeted. Jean say. that she 

-thinkS !tate money can be found for New Hope if tile waMr savings Issue iI "solved. I under
stand tMt ACF has hinted thai tho adninistration will find otberresources for tbi. PutpORe; this 
!IemlS 1.0 underc:ullbe .wale idea of cIeYoIuliw or IIlI1iotily for weU'au:: reform Lo stale govom
mem. fm DOL exaaIy & neut~ here: r am on tIIC New Hope National AdvillOl'J Comnittee and 
both ("..Mol (my wife) IIlld I arc WOI1Qag on the MDlle New Hope evaluation. 

1 hope this is usefW. I have tried to fOItike II balance between detail and generality. The 
in:partanl point is that the walven. WaM:r IIIlWlgs, and New Hope issnes lire iruelTclale4. and 
there Is no reason for thll lllate to aegodate with pcnons who cannot approaclt them as II NOllP. 
Please let me mow if yau La"", lI1y otber Questions, thougbl.l, err mggeslions that migbI help. 

MeASe LlIlIletsumd that this Sl1IIIIIL'IIY is my own. and 1 IlU!.y err in minor detail. BUll 1hink 
it important that this matter be conducted on an unofficial basis in order to e.tabli!ll\ just wIW. 
might. be accomplished If """ can get the principals back together. 

FII1(; (212) ",..". 
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I Stacy L. Dean 

Record Type: Record 

03/17/97 Ii 
'--"~~-~-04:23:40~PM') 

To: See the distribution list at the bottom of this message 

cc: Barry White/OMB/EOP, Keith J. Fontenot/OMB/EOP 
Subject: Privatization 

I was talking with Anne Lewis, NEG, this morning about the differences between Texas and 
Wisconsin. I thought that you might be interested in a better description of Wisconsin. A quick 
and dirty summary is that Wisconsin focuses more on privatization as a mechanism to improve 
program performance while Texas' approach is more focuses on improving cost effectiveness. 
Although each State is striving towards both goals. 

This description has been added to the agency paper. 

Wisconsin Works 

The Wisconsin Works (W-2) demonstration proposal is a Statewide project which, in 
part, would establish competitively-bid County contracts with public or private agencies. 
The public or private agencies would be responsible for certification actions such as 
gathering client eligibility information, conducting eligibility interviews and imputing data 
for those food stamp households which are subject to W-2 requirements. The 
contracted agencies would not have any responsibility over the States' computer 
system. 

There are 72 counties and 11 Indian Tribal Organizations(ITO) in Wisconsin. In 61 
counties, the County Social or Human Services Department earned and exercised its 
right of first selection to administer the W-2 project. Two ITOs also earned the exercised 
the right of first selection. Therefore, competitively-bid contracts will be awarded for the 
W-2 project in 11 counties and 9 ITOs. However, the State could, at some point in the 
future, contract with a private agency for the W-2 project in a County office that does 
not meet a specified level of performance. 

Private organizations that are awarded contracts may perform aspects of the 
certification process that are currently required to be handled by merit employees. The 
W-2 employees would be responsible for food stamp households that are subject to 
work requirements. Food stamp households that are exempt from W-2 requirements, 
such as the elderly and disabled, will continue to be certified by public employees. 

The State, presuming the Department of Agriculture's approval of its waiver request of 
the merit system requirements for the Food Stamp Program, released its Request for 
Proposals (RFP). While the State can issue the RFP without USDA's approval, they 
will need to hear back from USDA in order to award the contract. State officials have 



advised that the contract process has been completed for one County (with over 60 
percent of the State caseload) without the inclusion of the Food Stamp Program. 
Contracts have been awarded to six private, non-profit agencies. 
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